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By Tuomas W 


The constant increase in the num- 
ber of practicing accountants causes 
thoughts to arise in the minds of neo- 
phytes regarding the requisites and 
chances for material success. This is 
particularly true among those whose 
ambition is to embark on careers of 
their own. 

Much has been written about edu- 
cational background and technical abil- 
ity, but in addition and of greater im- 
portance in any professional relation- 
ship is the development of client con- 
fidence. The practitioner must, of 
course, have knowledge supplemented 
by practice, but integrity and the spirit 
of service must also be evident to 
insure an enduring practice. 

Confidence is developed by showing 
a sincere interest in and a thorough 
understanding of each engagement. In 
public accounting such study may: re- 
quire attendance at unusual hours and 
in different departments to observe 
operations and their flow through the 
enterprise. Critics may say that such 
efforts constitute the basis of a sepa- 
rate arrangement, but these lines are 
intended to help beginners establish an 
independent practice, and the thoughts 
expressed proceed from personal ex- 
perience. In the early independent 
public practice days of this narrator, 





Tuomas W. Byrnes, C.P.A., has 
been a member of the Society since 
1911, and is a Certified Public Ac- 
countant of New York and New 
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American Institute of Accountants, 
the American Accounting Associa- 
tion, Beta Gamma Sigma, and Beta 
Alpha Psi. He was formerly an 
associate professor of accounting at 
Columbia University. He is a co- 
author of the text entitled “Audit- 
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it was not unusual to appear on a cli- 
ent’s premises in the wholesale perish- 
able food district at 3:00 a.m. to ob- 
serve the methods of receipt, storage, 
and delivery of merchandise. The re- 
sulting suggestions for expediting the 
handling of goods brought commenda- 
tion, and subsequent recommendations 
to other merchants. 

Auditing is not merely checking of 
amounts and preparation of financial 
statements. Usually the client knows 
the results long before the auditor pre- 
sents them. But reliance is placed upon 
the accountant to interpret the state- 
ments and offer suggestions. This is 
accomplished through study not only 
of the concern under review, but also 
comparison of its results with those of 
similarly circumstanced businesses, or 
firms. Information may be obtained by 
reference to reports issued by other 
corporations and through government 
statistics ; also, the leading banks pub- 
lish monthly letters (available for the 
asking) which contain news of value 
regarding trends in various industries. 
Review of these data requires expendi- 
ture of time and effort on the part of 
the independent accountant, but his 
familiarity with what is transpiring all 
about him makes him well-nigh indis- 
pensable to his clients. To quote Long- 
fellow : 

“The heights by great men reaclied and 

Kept 

Were not attained by sudden flight 

But they while their companions slept 

Were toiling upward in the night.” 
Nowhere is the truth of the foregoing 
stanza more apparent than in the prac- 
tice of public accounting. So much 
current knowledge is expected of a 
principal that the days seem too short 
to keep abreast of happenings which 
affect clients engaged in diversified 
fields. As an instance of the results ot 
close application, this writer was Vis 

(Continued on page 534) 
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Ulalionals popular-priced bookkeeping machine 


that saves money for small or medium-size businesses 
eel 


This National front-feed bookkeeping machine combines 
the most desirable automatic features of much higher- 
priced equipment with outstanding speed, simplicity 
and ease of operation. It will do most of your book- 
keeping automatically . . . and what the machine does 
automatically the operator cannot do wrong! 

Posting is so simple that anyone can learn to operate 
itin a few minutes and accomplish more with much less 
effort. For example, Statement, Ledger and Journal are 
all posted simultaneously .. . even totals print automat- 
ically. These are only a few of the new machine’s many 
advantages. And it’s instantly converted into a high- 
speed, Duplex Adding-Subtracting Machine, too. 


THE NATIONAL CASH REGISTER COMPANY, Dayton 9, OHIO 


949 OFFICES IN 94 COUNTRIES 


This machine sets a new standard 
of performance never before at- 
tained in a bookkeeping machine 
at so low a price! See how it will 
save time and money on your 
work. Call your nearby National 
representative today! 


ge se eR SERRE 
* TRADE MARK REG. U.S. PAT. OFF. 


ACCOUNTING MACHINES 
| ADDING MACHINES + CASH REGISTERS 
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(Continued from page 532) 

ited recently by one of his former 
students. The young man started a 
practice in another country just after 
World War II. He now employs 
eighty assistants. Asked how he ac- 
complished such rapid growth, his an- 
swer was “Service”. Partners and 
staff work from 7 :00 a.m. to 7:00 p.m., 
six days each week, and the partners 
often on Sundays. Staff meetings are 
held monthly, when suggestions are 
presented and discussed with the part- 
ners. The staff members are encour- 
aged to study for self-improvement, 
and are amply compensated for their 
hard work and cooperative endeavors. 

A growing tendency has been noted 
among the moderately younger gen- 
eration to treat with scant courtesy the 
experience and experiences of their 
elders. This spirit of independence, if 
well founded, is to be commended, but 
with human nature as it is and will 
continue to be, newcomers to the pro- 
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‘Make yout “pick ang shovel" Work Pap 


RECORDING & STATISTICAL CORPORATION 


Ancora Imparo 


ness and you'll be able to handle more } 
and more accounts profitably with R&S 
doing your 


Punched card and manual tabulation. Tax 
reports — accounting reports of all types The 
R&S is your service bureau for ‘live’ facts. E 


Write Dept. CP! for the R & S service booklet, 





fession can learn a great deal and save 
themselves may hours of deep con- 
cern over unusual and unfamiliar 
transactions if they will lend au ear to 
the manner in which their predeces- 
sors met and solved difficult situations, 
The know-it-all attitude denotes a de- 
plorable immaturity and can lead to 
disastrous consequences. It would be 
well for those so minded to recall 
Socrates: “One thing I know”, he 
would say, “is that I know nothing.” 
Alexander Pope in his “Essay on Cri- 
ticism” offered good advice when he 
wrote: 





























“A little learning is a dangerous thing, 

Drink deep, or taste not the Iperian spring; 

There shallow draughts intoxicate the brain 

And drinking largely sobers us again.” 

And as a final word, the ambitious 
practitioner is referred to the title 
of this article taken from the great 
Michelangelo who all through his life 
was heard to repeat “J am always 
learning’. 








“pick and shovel” work! 


“Bring Your Figures up to Date” 





your service bureau for ‘live’ facts 
100 Sixth Avenue + New York 13, N. Y. 
WOrth 6-2700 
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The Underwood Sundstrand 
Model E Accounting Machine 


NOT JUST 
PARTLY AUTOMATIC FR 





Fully Automatic 





























NO OTHER MACHINE 
COSTING SO LITTLE 


OFFERS SO MUCH 





bmpare the fully automatic all-purpose 
inderwood Sundstrand Model E with any 
her accounting machine in its price class! 
There’s nothing simpler! There’s 
thing speedier! There’s nothing more 
fomatc : 

That’s why it is so fast, so flexible! 
With the Model E you can handle any 
t all of your accounting jobs. 

It allows rapid-fire form insertion... 


| for all phases of your accounting 
.eethe low-cost Underwood Sundstrand Model E 


The famous touch-operated 10-key key- 
board is exc/usive with Underwood Sund- 
strand Accounting Machines! 

So get your best buy in low-cost account- 
ing machines...the Underwood Sund- 
strand Model E! 

See it demonstrated! Mail coupon or call 
your Underwood Accounting Machine Rep- 
resentative today. You’ll find him listed in the 
classified pages of your telephone directory. 
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° gear keyboard operation . . . “‘quick as wn. 
flash” form handling. eoeeeeeeeeeeeeeeeee @ UNDERWOOD 
The “mechanical brain” control plate * , baal 
rects 0 ti d k we e Underwood Corporation NYCPA—9/54 
ws perations, speeds work, MIMIMIZES . One Park Avenue, New York 16, N. Y. 
e ( Please send literature further describing your 
a Underwood Sundstrand Model E Machine. 
e 
Inderwood Corporation « OI would like to have a demonstration. 
rcounting Machines... Adding Machines... dstrend Name 
Typewriters... Carbon Paper ... Ribbons e000 d 
fo) et ooo Firm. 
ne Park Avenue, Underwood Limited, 0e°0 
New York 16, N. Y. Toronto 1, Canada Need |= «Street 
The Origine! 
Sales and Service Everywhere ‘schMetee4 = City. State 
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HOW YOUR 


CORPORATION CLIENTS 


CAN ADD TO THEIR 
EARNINGS 
1 Zeer Year 


2 Savings Dividend 


ON FUNDS 
WHICH MAY 
NOW BE 
LYING IDLE ey 


CORPORATION OFFICERS often look for 
places where they can invest surplus 
funds, trustee funds, funds for deprecia- 
tion, self-insurance funds, reserves for 
taxes, lease deposits, etc. 

A NINTH FEDERAL Corporate Fund 
Account provides security of principal, 
availability and reasonable return. (Sav- 
ings dividend at 22% per year, cred- 
ited semi-annually.) To conserve divi- 
dends, passbook loans are available. Up 
to $10,000 insurance per account by 
Federal Savings and Loan Insurance Cor- 
poration. As many accounts as desired 
may be fully insured if held in trust for 
different beneficiaries. For example: 
lease deposits held in trust for tenants. 


DESCRIPTIVE FOLDER CP-3 is waiting for you. Phone 
or write Edgar R. Tostevin, Vice-President, or visit 
either of our two convenient Savings Centers. 
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$60,000,000 
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AN ADIRONDACK VIEW | 
“Yes—Vacancy” signs were back inf cost A 
use after 4 P.M. this summer. A lot} Publi 
of vacationers were glad to see them, 
For many years tourists either found ary 
ae . e R men 
a place for over night before 4 o'clock F sence 
or they took what was left—including tee). 
‘ : ST TROLL 
hard beds, no private bath, and small f york. 
rooms. This 
, ; cedures 
Motels and cabins have been built to mublish 
take care of the demand—and things — 
° : : . nstitut 
are normal again, including competi- Develo 
tion. In 1951 
Newspé 
And the same has happened in the F® * 
; : mittee | 
auto industry—and plenty of others. [gram 
Susiness is normal again; an order can f° 
be placed with an expectation of living} The « 
ar —T in this 
long enough to see it filled. The pro- ie 0 
ducer can write “your order will be ff paper c 
° ” : ° ° cation 
shipped next week’’—instead of telling eng 
his secretary to send the #1B alibi ff adverti 
letter expense 
seen can be 
° e . cations. 
It’s a grand and glorious feeling! ] sereot 
Perhaps we can stay normal for a year -— 
" Z aes 0 be 
or two. Then again, perhaps it’s not f revenue 
normal for U.S. business to be normal. } bases | 
may be 
LEONARD HouGuron, C.P.A. . 3 
: . ”9 stitute 
“Adirondack Chapter to the 
Speci 
dollar 
value 
Newsp: 
tributir 
relating 
shown 
CERTIFIED paper 
edition: 
INSURANCE AUDITS] , ; 
> Unit | 
The proper way to confirm the ) cal 
adequacy, economy and efficiency J ace 
of business insurance programs | salary 
and procedures. Personal service = : 
. -TIOdI 
by a recognized expert. newsp. 
stant | 
JEROME S. MILLER & CO. | vy y 
116 John Street New York 38 
BArclay 7-2572 ’ 
»f el 95.4 
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Cost Analysis Procedures for Newspaper 
Publishers 


Committee for the Study and Develop- 
ment of Newspaper Cost Systems, Law- 
(Consultant to the Commit- 
NEWSPAPER CON- 
OrrFicers, New 
17; $5.00. 


rence Long 
tee). INSTITUTE OF 
TROLLERS AND FINANCE 
York, N. Y., 1954. Pages: 


This manual introduces cost analysis pro- 

cedures to a new audience, the newspaper 
publishers. It is step two in a program of 
service to the newspaper industry by the 
Institute’s Committee on the Study and 
Development of Newspaper Cost Systems. 
In 1951, the Standard Chart of Accounts for 
Newspapers was published. The Chairman 
notes in the present work that the com- 
mittee has already started step three, a pro- 
gram for newspaper management planning 
and control. 


The object of the cost analysis procedures 
in this manual is to relate the cost of news- 
print, operating expenses and all other news- 
paper costs to four general newspaper classi- 
fications of revenue, namely, news and edi- 
torial content, retail advertising, general 
advertising and classified advertising. Some 
expenses such as circulation and advertising, 
can be assigned directly to revenue classifi- 
cations. Other costs, such as newsprint, 
stereotype, pressroom, delivery and many 
indirect and administrative expenses have 
to be allocated proportionately to related 
revenue. ‘The manual provides allocation 
bases for each element of cost; the bases 
may be subject to argument in certain news- 
paper situations but, on the whole, they con- 
stitute a reasonable and practical approach 
to the problem. 


Specific examples and schedules with 
dollar amounts contribute greatly to the 
value of Cost Analysis Procedures for 
Newspaper Publishers. The method of dis- 
tributing expenses and calculating unit costs 
relating to each revenue classification is 
shown for a moderate size six-day news- 
Ka and also for a newspaper with Sunday 
editions. 


\ final section on Conditions Affecting 
Unit Costs points out how increases or 
decreases in paid circulation, advertising 
space sold, newsprint cost per ton and the 
salary or wage scale affect profits. This 
kind ot information, collected and compared 
periodically, provides a valuable guide to the 
Newspaper publisher in dealing with the con- 
stant problem of the circulation price per 
Copy versus advertising space rates. 


(Continued on page 538) 


1954 


When writing to advertiser kindly mention 








THE NEW YORK CERTIFIED PUBLIC ACCOUNTANT. 


client's 
capital is 
inadequate 


™, 
this may be 


the solution... 































































































a Public National 


accounts 
receivable 


LOAN 


revolving credit arrange- 
nufacturers, jobbers an 

By using receivables * 
r loans, turnover of work- 
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CERTIFIED APPRAISALS 


Industrial Plants — Machinery 


Technical Experience Since 1916 


MODERN METHOD APPRAISALS 
Based Upon Current Market Values 


—— 


INSURANCE*TAXES¢ FINANCING 
ESTATES ¢ PARTNERSHIPS 


ENGINEERING and TECHNICAL 
ANALYSIS 
° 


DAVID NEEDLEMAN 


570 SEVENTH AVENUE 
NEW YORK CITY — BRyant 9-5115 
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Leading Industrial Finance Companies 














YOU OWE IT 
TO YOUR CLIENT 


, to recommend 


+a YORK rated 


fireproof safe 







4 for his book- 


keeping records 














Accountants’ recommendations 

accorded special price con- 

sideration on new and recon- 
ditioned safes 


ATLAS-YORK SAFE CO. 


326 FIFTH AVENUE, N. Y. 


Between 32nd & 33rd Sts. 
LOngacre 5-7390 
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Taxation in the United States 


By Randolph E. Paul. Litre, Bag 
AND CompPANy, Boston, Mass. 
Pages: xii + 830; $15.00. 


Randolph_E. Paul’s book, “History | 
American Taxation,” is sure to become 
classic study of our federal tax_ system, 
is written in the form of a_ biography 
our intricate and complex fiscal policies f 
our very beginnings in colonial days to 
year 1954. Born in battles, nurtured in 
tional crises, and reaching maturity as 
integral part of our political concepts, 6 
American fiscal policies are the result 
political struggle, intrigue, and deep popula 
emotion. They have now come to af 
the lives of every American. 


The author is well known in the field ¢ 
taxation as a writer, practitioner, treas 
counsel, and special governmental tax ¢ 
sultant who has helped frame and interpn 
the tax structure of our country. This ri¢ 
background of theoretical knowledge 
practical experience makes him _ peculiar 
qualified to write on this subject. His p 
sentation is considerably enlivened. by hi 
method of using contemporary newspapers 
accounts and opinions, and the comments 6 
politicians both in and out of Congress. Hf 
history is always clear, readable, easily 1 
telligible and devoid of any technical tax 
jargon that might be incomprehensible to 
the vast majority of Americans 






























































































The start of American taxation is traced 
back to the poll tax, property tax, and 
faculty tax of the American colonies. It was er 
the inadequacy and insufficiency of these 
imposts that influenced the Constitutional 
Convention to grant ample tax powers to 
the Federal Government. These powers, 
with the addition of the sixteenth amend- 
ment in 1913, created the constitutional four- 
dation unon which our system of federal 
taxation has been erected. 


The first income tax act of 1861, vague, 
crude, mild in form, and insignificant as a 
source of revenue, precipitated active na- 
tional debate on the question of a graduated 
income tax. This debate which permeated 
the fiscal war policies and nost-war tax fe- 
duction campaigns, eventually emerged as 
dominating political issue during the last two 
decades of the nineteenth centurv. The o?- 
ponents of the income tax achieved their 
greatest success in the Supreme Court de- 
cision of Pollock y. Farmers Loan and Trust 
Co., which invalidated the income tax act ot 
1894. Mr. Paul makes a searching and re- 
vealing analysis of the lengthy arguments of 
counsel, and of the final Court opin ion which 
took over a good deal of the inaccurate his- 
torical material submitted in the briefs. 


(Continued on page 540) 
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When you purchase 


ACCOUNTANTS LIABILITY 
INSURANCE 


you: want Protection backed by 


ere are the FACTS: 


e@ Our Company has a quarter cen- 
tury experience in handling Account- 
ants Liability Insurdnce; in fact, for 
some years we were the sole American 
company offering this coverage. 


e@ During this long period, as chang- 
ing conditions warranted, the cover- 
age has been broadened and the rates 
decreased. 


e@ No broader form is now offered 
in this market. Forms offered by 
other American companies have been 
adapted, if not copied, from Our 
Form. 


American Surety Company protec- 
tion is offered through your agent 
right in your community! 


AMERICAN SURETY concn: 


Specialists in Accountants Liability Insurance since 1931 


1 whicl 100 Broadway * New York 5,N. Y. 


ate his- 
fs. FIDELITY ° SURETY e CASUALTY ° INLAND MARINE 
HOMEOWNERS e ACCOUNTANTS LIABILITY ° AVIATION 
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Directed by a C-P.A. 


(Continued from page 538) 


With the adoption of the permissive gj. 

teenth amendment, the first modern. incon 

T h e tax was speedily enacted largely through th 
efforts of the late Cordell Hull. It wa 

passed as a section of the Underwood tarij 


A Cc Cc oO Uu n t rs | n t ~ reduction bill. And with the advent ¢j 


World War I and its impact on the Amer: 

@ can economy, Congress was pressed into x. 

& Au dit ors cepting an increase in rates coupled with a 
estate tax enacted for the first time as, 

permanent feature of our revenue system, 

Agen cy Tax legislation during the great depres. 
sion was concentrated on the reform an/ 

correction of the alleged unfair distribution 

of the tax load. One of the primary criti 

cisms of our tax policies was the assertion 


9 East 46th Street that because they penalized initiative ani 


enterprise, they actually retarded business re. 


New York 17. N Y covery and only accentuated the severity of 
gine Ls 


the depression. The New Deal, confrontel 

PLaza 1-0520 with the necessity of stimulating a stalled 

economy, concentrated on increasing govern: 

ment expenditures to provide needed relief 

At the same time, it attempted to correct the 

abuses and loopholes that had developed in 

alarming proportions in our internal revenue 

laws. Mr. Paul, armed with the power of 

The hindsight, criticizes the New Deal fiscd 

policies arguing that the effect on the 

economy of the vast spending program that 

Employment Agency was carried on was completely neutralized 

. by the adoption of a high tax policy. He 

Exclusively for points out that increasing taxes in a period 

Bennuritin of depression must lead to deflation unles 

‘ & the effect is heavily offset by other measures 

P l designed to activate the economy. Evident 
ersonne the Democrats failed to spend enough! 


Over half of Mr. Paul’s study is devoted 
to our tax history during and after World 
War II. The author is now on completely 
familiar ground having been called to the 
Treasury in 1940 as a tax et ant to 
ion : frame the tax policies for the war years. B} 
Certified Public Accountants this time tax legisl: ition had developed ia 
Senior Accountants what one Republican representative called “a 
monumental specimen of statutory incompre- 
hensibility.” The author reduces all these 
Supervising Seniors “incomprehensible” complex tax theories to 
Cost Accountants understandable order by a det uiled, heavily 
‘ documented account of the struggles and 
Internal Auditors arguments advanced in a 3 of Congress 

. over every tax proposa n_ reportorial 

Payroll Auditors fashion, th abe 5 acquainted with the 
Accounting Clerks intimate, exciting history of every revenue 
Tax _ Accountants act introduced in Congress during the Roose- 
velt, Truman, and current Eisenhower at- 

Budget Directors eee. hag gy ot by Mr. Paul, 

>: . throughout, is on the legislative aspects ol 
Field Auditors the iaamer of taxation. The judicial process 
Systems Men in formulating tax history, outside of the 
PestedMoars area of constitutional law, is completely ig- 
-_ ssid nored except for one of the concluding chap- 
Treasurers ters in which the author comments on judi- 

cial attitudes on the use of taxation for pur- 
poses. beyond that of revenue. Mr. Paul 
(Continued on page 558) 


Junior Accountants 
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STATISTICAL TABULATING COMPANY 


TABULATING + CALCULATING » TYPING + TEMPORARY OFFICE PERSONNEL 
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REVOLUTION 


How to Avoid “Bloodshed” In Your Office 


All signs point clearly to a revolution in office 
procedure in the months ahead. 


Management is faced with a paradoxical 
problem. On the one hand, constantly-mount- 
ing clerical costs must be reduced. At the same 
time, increasing work loads make it out of the 
question to cut down on office personnel. It’s a 
situation that calls for revolutionary methods. 


Just as “push-button” techniques have in- 
troduced a new era in production, automatic 
methods through “mechanical brain’ equip- 
ment are providing the most practical means 
for slashing clerical costs and improving office 
procedure. 


Since 1933, Statistical Tabulating Company 
has been working with management in apply- 
ing the speed, efficiency and economy of 
mechanical facilities to ‘clerical requirements. 
Today, this organization provides a service 


, 


) [6 





that utilizes the wonder machines and auto- 
matic techniques to revolutionize office proce- 
dure and reduce costs to a minimum. Through 
it, office loads are being re-appraised and re- 
aligned. Manual operations are giving way to 
mechanical tabulating. Machine accounting is 
opening new avenues of savings in time, 
personnel and money. 


No question about it—the automatic age in 
office operations is dawning, creating a blood- 
less revolution all over the country. The con- 
tinuing expansion program at STATISTICAL re- 
flects the faith of this organization in “push- 
button” techniques as the solution to excessive 
clerical costs and increasing work loads. 


STATISTICAL’s long experience is available to 
you in getting a quick appraisal of your clerical 
picture. It’s a situation that calls for action .. . 
now. That’s why it will pay you to talk over 
your problem with a SratisTicaL methods 
engineer. Just phone WHitehall 3-8383 for an 
appointment at your convenience. No obliga- 
tion, of course. 


Established 1933 * Michael R. Notaro, President 


89 Broad Street, New York 4, New York * Phone WHitehall 3-8383 


Chicago » New York « St. Lovis » Newark « Cleveland 
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BOOKKEEPERS 
eoNLIMITED 
oC AGENCY 


DeeeclED BY A.C.P.A. 


RESPONSIBLE 
EXPERIENCED 
|S ROROR G4 


PERS 


EEPING 
ONNEL 
BAC LUSEVELY 
299 MADISON AVE., NEW YORK 17 


Pe.ereONE: OXFORD 7.22 





OPPORTUNITIES 


Help Wanted: 20¢ a word, minimum $4 

Situations Wanted: 10¢ a word, 1 nimum $2() 

Business Opportunities: 15¢a word, minimum $34 
Box number, if used, counts as three words, 

Closing Date 15th of month preceding date ; 
publication. 


BUSINESS OPPORTUNITIES 


Mail and Telephone Service: Desk provide 
for interviewing. $6.00 per month. Director 
Listing. Modern Business Service, 505 Fifi 
Av enue (42nd Street). 











Accountants’ Reports ‘Trea 
Accurately and Attractively! Also exper 
mimeographing! Lillian Sapadin, 501 Fifi 
Avenue, MU 2-5346. 








Special Service for Accountants 
All your statistical typing done in our offic 
at a fraction of what it would cost you t 
hire a typist on a regular basis. You have 
no tax worries—no absentee problems. Cal! 
LA 4-2230 for details. BURLINGTO\ 
STENO SERVICE. 


C.P.A., 35, will relocate within 100 miles of 
New York City. Will purchase part or 
entire practice. Also consider partnership 


Box 744, New York C.P.A 


C.P.A., practicing alone, with private office 
midtown New York, desires arrangement 
with individual practitioner. Space to he 
shared with possible agreement resulting it 
partnership. Box 745, New York C.P.A. 


























JOHN R. BLADES 
INSURANCE ADVISER 
Ss 


Complete Surveys of 
Corporate Insurance Affairs 
No Insurance Sold 


744 BROAD STREET 
Established 1926 


NEWARK 2, N. J. 

















specializing in the employntent requirements 
of the public accountant «nd his clients 


ROBERT HALF 


personnel agencies 


25-15 bridge plaza n, 
long Island city 
stillwell 6-5707 


new york city 


130 w. 42 street 
longacre 4-3834 


directed by a certified public accountant 


C.P.A., age 32, own practice, desires per 
diem arrangement with overburdened C.P.A 
with partnership possibilities. Box 746, Nev 
York C.P.A. 


Space for Accounting Practitioner 30 Church 
Street, Private Office in CPA suite, Staff 
Room Facilities; Telephone Service; Tax 
Publications. REctor 2-0582. 


Office space available in beautiful CPA suite, 
Rockefeller Center. Private office 240 feet 
and space for staff, typist, files. Box 74), 
New York C.P.A. 


C.P.A., 36—13 years diversified experience, 
own practice $7500.00 gross, available 8-10 
days monthly, seeks partnership or associa- 
tion with established practitioner. Will invest 
if necessary. Box 748, New York C.P.A. 


C.P.A., well established, desires to purchase 
for cash gk eg og $3,000 of accounts 
in NYC area. Box 749, New York C.P.A. 


C.P.A.—with complete office facilities, mid- 
town, high class building, desires association 
with practitioner for mutual benefit. Box 


751, New York C.P.A. 


C.P.A., N. Y.—33— Desires partnership. 
Presently partner in medium CPA fim. 
Have small practice—national firm expeti- 
ence—excellent credit contacts. Experienced 


























bankruptcy, S.E.C. and tax examinations. 
Available early fall. Box 754, New York 
GPA. 











(Continued on page 543) 
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OPPORTUNITIES 


(Continued from page 542) 









BUSINESS OPPORTUNITIES (Continued) 








Office Space Times Sq. Area. Share Large, 
Bright 5 Room Suite, Secretaric ul Service. 
Subway Bldg., Furnished—Unfurnished, Op- 
portunity for Pleasant Association. Clrcle 6- 
5177. 
Lawyer with own quiet non-commercial prac- 
fice wants to share his suite and facilities 
because of the various mutual advantages of 
such an arrangement; he desires to do this 
with a similarly situated established CPA. 
Fither Wall or Pine Street entrance and ad- 
dress. Box 758, New York ( CPA. 


‘SITUATIONS WANTED 


Work at Home 
Comptometrist — own — ichine. Diversified 
experience with C.P.A. specializing inven- 
tories. Will pick up, deliver. ‘Lillian Young, 


B 4 9-2755 














CP.A.-- Attorney, age 32, Heavy Tax Ex- 
Sal seeks ~ diem arrangement with 
werburdened C.P.A. located in N. Y. C. Box 
756, New York C.P.A. 





CP.A., 33, 12 years experience, desires 2 to 
3 days per week per diem. Excellent refer- 
ences, appearance. Box 750, New York 
GPA 

Accountant—A ttorney, 5 yrs. C.P.A. experi- 
ence, 2 of which in a Tax Department. 
Seeks tax position . per diem work. Box 


752, New York C.P.: 





C.P.A.—age 30, Society member, sm all prac- 
tice of his own, seeks per diem arrangement 
with overburdened accountant. Heavy ex- 
perience government contracts, taxes, audits 


Box 753, New York C. PA, 











CP.A OG) member, own practice. since 1947, 
wvailable 6-8 days monthly, Former Revenue 


Agent. Box 755, New York C. P.A 


wa — 








Ten 
C.P.A. and aeteouae Wav Y.). Extensive, 
diversified, top-level tax experience with two 
leading accounting firms. Able brief writer, 
researcher, and all-round Tax Man. Highest 
references. Desires association with account- 
ing firm having future potential. Box 757, 
\ 


New York i & 





Statistical Typist—Fast Accurate Experi- 
enced Rush Job Specialist available any hour 
any day $2 per hr. Current local references 
Lynne Lockwood—A Cademy 2-9462. 








APPRAISALS 
STANDARD APPRAISAL COMPANY 


NATIONAL ORGANIZATION OF APPRAISAL ENGINEERS 


HTTSBURGH 6 CHURCH STREET = ATLANTA 
PHILADELPHIA NEW YORK, N. Y. ST. LOUIS 
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re 
‘y can help you “— 
Dependable 


Hard-to-get 
personnel” 





ied : ij ] ba > J - 
WM. SCHNUER, BBA, MBA Why spend valu 
Licensee able time reading 


‘ hundreds of letters of application and 
interviewing many prospective appli- 
cants to secure the right employee? 

This has been our task for 
thousands of firms since 1939, 
Our interviewers are educated and 
experienced in the fields of personnel 

and accounting. 


We do a professional job 


e 

¢ COMPTROLLERS ¢ BOOKKEEPERS 

¢ OFFICE MANAGERS Full Charge 

¢ ACCOUNTANTS Assistants 
C.P.A.’s e SECRETARIES 
Seniors, Semi-Srs. | ¢ STENOGRAPHERS 
Juniors e TYPISTS 

¢ EXECUTIVES e CLERKS 





FOR PROMPT 
SERVICE 





Wm. Schnuer 
Licensee 


Call: 


Shirley Schnuer 
Licensee 


“Serving Leading National Firms Since 1939” 


Defeudatle 


EMPLOYMENT AGENCY 


220 W. 42Np Sr. © New York 36 
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EVENING AND EXTENSION DIVISION 
THE CITY COLLEGE OF NEW YORK 
Bernard M. Baruch School of Business and Public Administration 


17 LEXINGTON AVENUE 
NEW YORK 10, N. Y. 


Announces ...... A New Series of Lectures On 
“THE FEDERAL INTERNAL REVENUE CODE OF 1954” 


For: Practitioners Familiar with the Present 
Income Tax Law and Practice 
(Note: This course is not for beginners.) 


EIGHT MONDAY EVENINGS—6:30-8:20 P.M. ROOM 4 NORTH 





September 20, October 4, 11, 18, 25, 4th Floor 
November 1, 8 and 15, 1954 TOTAL FEE: $25.00 
DESCRIPTION OF COURSE : 


Analysis and discussion of the important changes in income, estate and 
gift tax provisions effected by the Internal Revenue Code of 1954, includ- 
ing provisions relating to corporate distributions, liquidations and reorgani- 
zations; partnerships; estates and trusts; accounting methods; various types 
of income and deductions; tax procedure. 





ABOUT THE INSTRUCTOR 


Adjunct Professor MAURICE AUSTIN—is a member of the New York 
Bar and a certified public accountant; has been President of The New York 
State Society of CPA’s and Vice President of The American Institute of 
Accountants, Chairman of the Institute’s Committee on Federal Taxation 
and a member of its Executive Committee and Council; Professor of Law at 
Brooklyn Law School and Lecturer on Income and Excess Profits Taxation 
at The City College; and from 1944 to 1948 served on the Advisory Com- 
mittee on Income and Excess Profits Taxes to the Tax Legislative Counsel 
of the Treasury Department. He is presently engaged in the practice of the 
law of taxation in New York City. 


DETACH REGISTRATION FORM BELOW THIS LINE 


REGISTRATION FORM 


(Form and fee may be delivered to Evening Session Office, Room 6, or mailed.) 


Return this Form at Least One Week Before 
the Commencement of Classes 





The City College—Department Y 
17 Lexington Avenue, New York 10, N. Y. 


Please enroll me in the “Internal Revenue Code of 1954” Course. My check (or 
money order) for $25.00 (including all fees) is attached, made payable to the BOARD 
OF HIGHER EDUCATION (DO NOT MAIL CASH). 

The class meets eight Monday nights at 6:30 P.M. The first session is on September 
20, 1954. 





Name PEE ae tere ae sciatic tovs toca Shas iio oT 

Home Addresz......... Rnlea tae eR ‘ Citys State 
Zone 

Business Firm RT LE AO TL Le cere Business Phone..........000000...00000000.... 

Business Address City. State... 
Zone 


ROBERT A. LOVE, Ph.D., Director 
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The matters contained in this publication, unless otherwise stated, are the statements and 


opinions of the authors of the articles, and are not promulgations by the Society. 
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Tax Practice 


HAT are the relative roles of the 
lawyer and accountant in tax 
practice 

In trying to answer this question let 
us keep our eye on John Q. Public. He 
is the only one that really counts. After 
all, professions exist for the benefit of 
those whom they profess to serve. The 
public naturally gravitates to those who 
by training, experience, and compe- 
tence can serve it best. 

Let us apply this to income tax prac- 
tice, starting with the preparation of 
income tax returns. Ever since 1917, 
when income taxes really began to 
“strut their stuff”, the public, when it 
needed outside help, has asked the ac- 
countant to take over. Why? It is no 
fluke or accident. In a matter so in- 
tensely practical, a fluke or accident 
couldn't endure for thirty-five years, 
no less take on increased proportions. 
For the same reasons, it can’t be be- 
cause the accountant grabbed the ball 
or that others equally qualified were 
asleep at the switch or overlooked a 
good bet. 

The essence of an income tax return, 
the thing around which it pivots, is the 
financial statement, with particular em- 
phasis on the statement of income. The 
accountant is, therefore, in his natural 
and exclusive habitat with an income 
tax return. 

Give the average lawyer, doctor, en- 
gineer, or theologian a trial balance 
and ask him to come off with a state- 
ment of income and you will get a 
blank stare—as well you should. 
Things like classification between capi- 
tal and expense charges, income and 
surplus charges, differences between 
classes of surplus, determination of 
“lifo” inventory costs, invested capital, 
ete., are old-home week to the account- 
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ant, but they are strange, foreign terri- 
tory to the other professions. It would 
be just as if the accountant, in turn, 
were asked to foreclose a mortgage, 
perform an appendectomy, construct a 
bridge, or administer the last rites. 
Each unto his own, and income deter- 
mination is the accountant’s own. 

What about the view that income 
taxes are laws, and laws are the law- 
yer’s exclusive province? There is 
plenty of health legislation. Does that 
mean that a doctor who studies, con- 
forms, and is guided by the health 
laws in his day-to-day work has spilled 
over into the practice of law, or that 
the lawyer should then be called upon 
to administer to patients? There are 
certainly plenty of building codes and 
ordinances. Does that mean that the 
design of structures thereupon be- 
comes an attorney’s bailiwick, and that 
the engineer is liquidated or is to be 
indulged merely in the role of a helper ? 

Obviously what is going awry is 
that the book is misconceived for its 
covers. The embodiment of an ac- 
counting proposition in a law still pre- 
serves its origin and nature as an ac- 
counting proposition. The same is true 
of medical or engineering principles. 
A law may house them, a law may even 
modify or distort them, but their day- 
to-day application is still for the ac- 
countant, the doctor or engineer, as the 
case may be. 


x 


The foregoing deals merely with the 
segment of tax practice relating to 
preparation of returns. Succeeding 
issues will deal with income tax ad- 
visory and planning work, administra- 
tive review of returns, and then liti- 


gation. 


J. S. SempMan 


545 












Cooperation Among Individual 
Practitioners in Emergencies 


By Avpert Krauter, C.P.A. 


If you are an individual practitioner, what would happen to your 

practice during an emergency caused by your illness? What would 

be the effect on it of your permanent disability or death? These 

problems have been under study by committees of the various 

state societies and the American Institute of Accountants. Here 
is a thoughtful approach to their solution. 


HE topic to be explored is “Co- 

operation Among Individual Prac- 
titioners in Emergencies”. While there 
are various types of emergencies, we 
shall concern ourselves only with the 
emergencies brought about by pro- 
longed illness or death of an individual 
practitioner. 

How shall the practice be continued 
during a prolonged illness? What 
about the continuity of a practice by 
transfer to a successor CPA after 
death? Let us examine the situation 
briefly. 


The Problem 


Practitioners who are young and in 
good health probably feel that nothing 
untimely will-happen to them. But ac- 
countants—like others—do suffer from 
the usual run of non-fatal ailments and 
accidents. If one of these should befall 
you, there will be a period of recovery 
during which you will wonder and 





ALBERT KRauTER, C.P.A., has 
been a member of our Society since 
1930 and is presently serving as the 
chairman of its Committee on Prob- 
lems of the Individual Practitioner. 

Mr. Krauter is engaged in public 
practice on his own account in New 
York City. 

This paper was presented by him 
at a technical meeting of the Society 
held on May 6, 1954, at the Engi- 
neering Societies Building, under 
the auspices of the Committee on 
Problems of the Individual Prac- 
tioner. 
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worry. Worry about your clients’ 
affairs as these relate to your work, 
Worry about the accumulation of work 
in your own office. Wonder whether 
your clients are willing to wait until 
you will have recovered or whether 
they intend to retain other accountants, 
Suppose your illness or accident were 
to occur on the 28th of the month and 
you are scheduled to observe the tak- 
ing of an inventory on the last of the 
month ! 

There are many practicing CPAs 
who do not employ assistants. In these 
instances, prolonged illness, incapacity 
or death of the CPA may cause a 
rapid loss of clients unless thoughtful 
preparation for untimely occurrences 
has been made. A recent study made 
by the Advisory Committee of Local 
Practitioners of the A.I.A. disclosed 
six practices which had been broken up 
after death with total loss to the heirs. 
None of the practitioners involved had 
made adequate arrangements to protect 
the value of his life’s work! 

How can we mitigate the effects of 
illness or death? The committee on 
Problems of the Individual Practi- 
tioner has been considering the matter 
—as have similar committees in other 
state societies and in the A.A. Un- 
happily, we cannot furnish the entire 
solution in this paper. We can do no 
more than focus your attention on the 
subject and perhaps stimulate your 
own consideration of the matter. 


The Proposed Emergency 
Committee 


For practitioners who will not take 
the time and expend the effort to put 
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their professional affairs in order, 

there has been advanced the theory of 

a society-sponsored committee which, 

for want of a more appropriate title, 

[ shall name the “Emergency Commit- 

tee.” At the outset, it must be empha- 

sized that no such committee is in 
existence now. The principal purposes 
of such an Emergency Committee 
would be: 
1. To render advisory assistance to 
estate representatives where death 
has occurred. 

2. To render advisory assistance in 
disposing of the practice of a 
CPA suffering permanent dis- 
ability or illness likely to re- 
quire a long period of recovery. 

3. To render assistance to a CPA 
who cannot practice his profes- 
sion because of temporary dis- 
ability. 


Death and Permanent Disability 
of the Individual Practitioner 


In the event of death, the proposed 
Emergency Committee might act as 
impartial adviser to the estate repre- 
sentatives and to the successor of the 
practice, so that an agreement may be 
reached which would be in the best 
interests of the clients and of the 
estate. The committee, upon request, 
might also suggest to the estate repre- 
sentatives the procedure in locating a 
successor. 

Where permanent disability of the 
CPA is involved, the services rendered 
by such contemplated advisory com- 
mittee in connection with the disposi- 
tion of a practice would be very much 
the same as in case of death. 


Temporary Disability of the 
Individual Practitioner 


In cases of illness or temporary dis- 
ability, the Emergency Committee 
would assist CPAs to hold their prac- 
tices together. 

Such plan contemplates maintenance 
by the Society of a list of fellow mem- 
bers who would be willing to care for 
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the practice, or part of the practice— 
during the recovery of the ill CPA. 
The extent and nature of the assistance 
to be expected from cooperating so- 
ciety members will depend, in large 
measure, on various factors. For ex- 
ample, consideration will have to be 
given to: 

1. The season of the year. 

2. The expected duration of the ill- 
ness. 

3. Whether or not the incapacitated 
CPA has staff assistants. 

4. Nature of the services to be ren- 
dered, particularly the issuance 
of formal reports with opinion. 

5. Attitude of the clients toward the 
assistance arrangement. 


If the disability were to occur dur- 
ing the first three months of the year, 
the extent of cooperation which fellow 
members could give, would of neces- 
sity be limited. If the illness is ex- 
pected to be of a duration more than, 
say, three months, cooperating mem- 
bers might feel that the assistance re- 
quired was too burdensome. 

In either of these foregoing situa- 
tions, it might be decided that tempo- 
rary staff assistants should be em- 
ployed. If there are staff assistants, 
the cooperating society members might 
consider that assistance can be con- 
fined, largely, to supervision. 

The issuance of formal reports with 
opinion is a matter which will re- 
quire careful consideration. Unex- 
plored areas include: 


1. Settlement of the question as to 
whether the report shall be issued 
on the stationery of the incapaci- 
tated member, or on the sta- 
tionery of the cooperating mem- 
ber who made the examination. 

2. The rules of professional con- 
duct which may be in conflict 
with a temporary arrangement. 

The attitude of clients will have to 
be taken into account, too, for some 
may feel that the issuance of a report 
on the stationery of a cooperating ac- 
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countant may disturb relations with 
credit grantors. 

Finally, the question of cost of the 
cooperation will have to be considered. 
At this time, it does not seem reason- 
able that the CPA who is being helped 
should expect unimpaired financial gain 
from such an arrangement, but should 
be satisfied that the assistance rendered 
prevented a falling away of his prac- 
tice. 
ing member should be prepared to 
make some sacrifice. 


On the other hand, the cooperat- 


In theory, at least, the profession 
can assist you during your illness or 
serve as consultant to your estate in 
the disposition of your practice to a 
successor. 

Admittedly, these forms of coopera- 
tion on the part of your fellow mem- 
bers in your behalf—while admirable 

cannot make up for your failure to 
arrange your affairs. [ach individual 
is best qualified to plan during his life- 
time for the continuity of his practice 
during a prolonged illness or for its 
disposition to a successor after -his 
death. 


Suggested Advance Planning 
to Meet Emergencies 


Now, how can you cooperate ? 


1. 


You can make yourself available 
for advisory and consulting ser- 
vice on the proposed Emergency 
Committee. 

You can ask to have your name 
listed as one who would be will- 
ing to care for the practice of a 
society member who is ill. 
Most important of all, you can 
put your professional and_per- 
sonal affairs in order. 


How can you accomplish this last 
suggestion ¢ 


: 


Enter into a written agreement 
now with another individual 
practitioner, or with an account- 
ing partnership, or with staff as- 


Cooperation Among Individual Practitioners in Emergencies 


sistants. Possibly, such agree- 
ment could be arranged on a 
reciprocal basis along the lines 
of a bona fide option or a buy- 
and-sell agreement, with which 
you are familiar. One of the 
first things an executor or ad- 
ministrator has to do is evaluate 
the estate. Out-of-the-ordinary 
assets like art collections will be 
appraised by experts; yet there 
can be areas of dispute. More 
commonly encountered is _ the 
closely-held business or profes- 
sional interest. The estate of the 
deceased CPA should be spared 
the problem of finding a_ suc- 
cessor and of arriving at a valu- 
ation of the practice, the office 
equipment and the library. Most 
helpful in determining values as 
well as finding a quick market is 
a bona fide and firm option or 
buy-and-sell agreement. 

Have a will prepared. This will 
should contain detailed instruc- 
tions as to the disposition of the 
practice. These instructions 
should 

a) Provide for the transfer of 
the practice immediately 
after the testator’s death, 
since delay reduces the re- 
alizable value. 

b) Name several disinterested 
persons with authority to 
dispose of the right to con- 
tinue the practice, if nec- 
essary. It is generally 
thought inadvisable to have 
a widow dispose of the 
practice. Even though you 
have an agreement with 
another practitioner, — the 
naming of disinterested 
persons would provide an 
alternative method of dis- 
posing of the _ practice 
where the intended suc- 
cessor cannot or will not 
meet his obligations under 
the agreement. 


What should you do to facilitate the 
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transfer of your practice and at the 
best possible price? 

1. Your working papers should be 
prepared in such a manner that 
adequate information is available 
to successors entitled to their 
use. There are numerous articles 
on the subject of accountants’ 
workpapers, the most recent of 
which appeared in the March, 
1954, issue of the Journal of Ac- 
countancy. There is a rule of 
professional conduct which states 
that a member shall not violate 
the confidential relationship with 
his client by unauthorized dis- 
closure of information acquired 
in the course of a professional 
engagement except as required 
by law. In view of this and for 
other reasons, it is both desirable 
and necessary that the executor 
or administrator obtain the con- 
sent of each client involved be- 
fore the transfer of the working 
papers concerning that account. 

2. You should adopt a definite plan 
regarding the retention or de- 
struction of workpapers. In my 
opinion, workpapers which are 
obsolete; which refer to former 
clients whom you have not rep- 
resented in, say, eight years; 
workpapers which refer to for- 
mer clients who have been out 
of business for, say, eight years ; 
workpapers which cannot pos- 
sibly serve any conceivable use- 
fulness—all these should be dis- 
posed of periodically so that your 
estate representatives and suc- 
cessors will be spared the effort 
of wading through them. Of 
course, the foregoing are merely 
my own thoughts on the subject. 
Each practitioner should adopt a 
set plan to fit his particular cir- 
cumstance. 

3. Your time and other records 
should be so maintained that cur- 
rent billings can be made and 
that a successor can review your 
operations. In addition thereto, 
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6. 





it will be well to consider the 
preparation and maintenance of 
summary data which should be 
revised at least annually. Such 
data will include a summary of 
income and expense for the pre- 
ceding five years; and a list of 
all regular clients tovether with 
the approximate annual fees, time 
and other charges related to such 
fees, and a short description of 
the nature of services rendered 
to each client. 

You should maintain a detailed 
list of office equipment, together 
with date of acquisition and costs. 
You should maintain a schedule 
of contractual liabilities for such 
items as office lease and tax ser- 
vices for the current and follow- 
ing years, so that your estate may 
take immediate steps to eliminate 
its liability or reduce it as much 
as possible. 

You should maintain a list of 
important documents belonging 
to your clients and which you are 
holding in safe-keeping. It is, 
of course, elementary that the lo- 
cation of such documents be 
indicated. 


Terms agreed upon for the continua- 
tion of a practice should not be dis- 
cussed with clients and, of course, no 
attempt should be made to force a 
client to accept a successor CPA. The 
method to be used in taking over a 
practice should be termed “Continua- 
tion of a Practice”, rather than the 
“Purchase of a Practice’. 

If your will does not provide for the 
disposition of your practice and you 
have no pre-death agreement, your ex- 
ecutor will be faced with the problem 
of arriving at a valuation of your prac- 
tice and of finding a successor without 


delay. 


In closing, the Committee on Prob 


lems 


of the Individual Practitioner 


welcomes your comments and sugges 


tions. 


Only by a concerted effort on 


the part of all can we hope to accom- 
plish something of real benefit. 
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Accounting Procedures for 


Monthly Investment Plan Accounts 
By Joun J. McNEary 


This paper describes the accounting records, procedures, and 

internal controls employed by the odd-lot dealers who act as 

administrative and fiscal agents for the Plan. Economy of opera- 
tion and soundness of practice are:their prime objectives. 


Yo have just heard the general pur- 

pose and outline of the Monthly 
Investment Plan (M.I.P.). You can 
readily visualize its advantages to the 
public and its potential benefits to the 
nation, both from an economic and 
political point of view. There is also, 
of course, the advantage to the finan- 
cial community in the opening up of 
new markets for securities. 

The success of the Plan, as in all 
business operations, depends upon our 
ability to administer it profitably. We 
odd-lot dealers, as administrative and 
bookkeeping agents for the Plan, have 
endeavored to establish procedures 
which will be at once sound in book- 
keeping practices and economical in 
operation. The fees we charge are 
extremely low, in relation to the 
amount of work involved. Our break- 
even point depends on high volume 
and rigid adherence to established 





Joun J. McNeary has been asso- 
ciated with the firm of De Coppet & 
Doremus, members of The New 
York Stock Exchange, for the past 
twenty-five years. He is now the 
Department Manager of the firm’s 
Purchases and Sales Tabulating De- 
partment which, since January, 
1954, has had the responsibility for 
the keeping of the accounts of the 
Monthly Investment Plan. 

This paper was presented by Mr. 
McNeary at a technical meeting of 
the Society held on April 20, 1954, 
at the Engineering Societies Build- 
ing, under the auspices of the Com- 
mittee on Stock Brokerage Account- 
ing. 
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routine. Any changes which increase 
the amount of work we anticipated 
when we undertook to administer the 
Plan, will necessarily increase our 
costs. If these costs rise to the point 
where the possibility of profitable 
operation is reduced to the vanishing 
point, the future of the entire under- 
taking will be in jeopardy. 

It is my purpose here tonight to 
describe the records we prepare and 
the methods employed to prepare them. 
Special attention will be given to the 
safeguards we have instituted to insure 
against the results of human error and 
machine failure. The methods that we 
employ at our office may vary slightly 
in detail from those employed else- 
where. However, the end results in 
each case are the same. 


Customer Order Procedures 


The receipt of a Monthly Investment 
Plan Purchase Order, with its accom- 
panying initial remittance, is the start- 
ing point for handling Monthly Invest- 
ment Plan accounts. The order from 
the customer and the remittance are 
carefully examined. Each purchase 
order initiates a new M. I. P. account. 
Under usual brokerage practice, a 
single account of an individual may 
show transactions in many securities. 
Under M. I. P. procedure, a separate 
account is set up for each security an 
individual wishes to purchase. An ac- 
count number is assigned and noted 
on the order and on the check which 
is photographed for permanent record 
before deposit. The account number 
consists of thirteen digits. The first 
three digits identify the member firm, 
the next six identify the individual ac- 
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count, the last four, assigned and en- 
tered on the purchase order by the 
member firm, are generally used to 
identify the firm’s branch office and 
salesman. 

The next step is to prepare three 
punched cards which will be used in 
the preparation of all subsequent 
records. These cards are: 

a. The member firm card (primarily 
for printing member firm name 
on confirmation). 

b. The customer’s name and address 
card. 

c. The security detail card. 

These three cards are all prepared 
from the original order. All cards 
carry the complete account number so 
that they will, in the future, be asso- 
ciated with one another in all machine 
operations. After preparation they 
are listed, and the listing compared in 
all details with the original purchase 
order. 

The security detail card is the key 
card in this set. It contains all instruc- 
tions relative to the handling of the 
account taken from the purchase order, 
such as security to be purchased, the 
customer’s election as to the disposi- 
tion of dividends and the delivery of 
stock, plus the amount of the remit- 
tance, the amount deducted for com- 
mission, and the net balance left for 
investment. When completed, the card 
also includes a record of the most re- 
cent transaction and the accumulated 
balance of stock currently standing to 
the credit of the account. The file of 
security detail cards is always up to 
date and constitutes our only single 
record of the current status of every 
individual M. I. P. account. 


Security Purchase Procedures 

All security detail cards resulting 
from payments received in any one 
day are sorted by member firm. A list- 
ing, which constitutes a record of pay- 
ments received, is prepared for and 
sent to each member firm to be filed 
by them as part of their records. In 
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the meantime, the checks have been 
sorted by member firm and separate 
adding machine tapes prepared. These 
tapes are compared for totals with the 
record of payments prepared from the 
security detail cards. This is the first 
balancing operation. 

The security detail cards are next 
sorted by security and the money to 
be invested in each security is sum- 
marized. This summarization, called 
the money sheet, is sent to the Order 
Department before 9:00 a.m. of the 
following morning. It is accompanied 
by a deck of summary cards by 
security, prepared at the same time. 

On the basis of this information, 
the Order Room enters appropriate 
orders on the Floor of the New York 
Stock Exchange. These orders are 
executed in the orthodox manner, and 
sent to the Purchases and Sales De- 
partment for processing, the same as 
any other customer order. Reports of 
execution are sent from the Floor to 
the Order Department, where the 
prices are entered on the money sheet 
and on the summary cards. The 
accuracy of these prices is verified by 
the Order Department. 

The execution prices are punched in 
the summary cards and’ put through 
the multiplier which computes the num- 
ber of full shares purchased, the 
amount of money involved in such pur- 
chase, the number of fractional shares 
purchased and the amount of money 
involved in fractional shares. The sum 
of these two money figures must agree 
with the net money to be invested by 
stock as shown by the money sheet. 

The executed orders are received 
from the Floor and compared with the 
information on the summary cards to 
establish the accuracy of the price and 
number of full shares. The purchase 
price is then gang-punched into all 
security detail cards. These cards are 
run through the multiplier again to 
determine the amount of stock pur- 
chased by each customer. The totals 
shown on these cards must agree with 
the total amount of stock purchased 
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as shown on the summary. (In the 
case of second and subsequent pay- 
ments, the stock balance in the previous 
security detail card is picked up. It is 
added to the current purchase and the 
new baiance of stock in the account 
is included in the security detail card. ) 
This card, which constitutes a record 
of the current state of the customer’s 
account, is used to make all subsequent 
records. 

The next record prepared is a report 
of purchases, a copy of which is sent 
to each member firm as part of their 
permanent records. This report lists 
the account number, the security pur- 
chased, the amount of the payment, 
the amount deducted for commissions, 
the money balance left for investment, 
the price at which the shares are pur- 
chased, the number of full and frac- 
tional shares purchased, the previous 
stock balance in the account and the 
new stock balance in the account. 

A confirmation of each transaction 
showing all information previously 
recorded on the report of purchases 
just described, is prepared in triplicate. 
The original is sent to the customer 
and the other two copies to the member 
firm. One copy received by the mem- 
ber firm is to be filed by customer ac- 
count number and will constitute the 
only historical record of the account. 
A stub, which is perforated for easy 
removal, forms part of the confirma- 
tion of purchase. The stub carries the 
first nine digits of the M. I. P. account 
number for identification, and also 
shows the date the next remittance is 
due. The stub is for the owner of the 
account to send in with his next pay- 
ment. Any funds received accompanied 
by one of these stubs will be credited 
to the account identified by the stub 
and will be invested in the stock in 
that account. 


Commissions Earned Procedures 

A duplicate of the security detail 
card is reproduced each day for com- 
mission purposes. These cards are 
kept in a separate file, sorted accord- 
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ing to member firm. At the end of 
each month the commission cards are 
tabulated by the firm’s identifying 
number, the iast four digits of the full 
account number, which generally iden- 
tifies the branch office and salesman, 
The totals of commissions earned as 
shown on this report must balance with 
the total commissions earned as shown 
on the daily reports during the same 
period. Twenty-five per cent of the 
amount of commissions earned by each 
member firm is withheld to pay the 
odd-lot dealer’s service fee, and the re- 
maining 75% is paid to the commis- 
sion firm by an M. I. P. check which 
accompanies the report. 


Security Custody Procedures 


These M. I. P. purchases must now 
be cleared through our own office. A 
record of all sales by the odd-lot dealer 
to the M. I. P. is sent to the Blotter 
Department. This constitutes delivery 
instructions, on the basis of which the 
Blotter clerk delivers the full shares 
called for by the instructions to the 
M. I. P. clerk who maintains a special 
segregation box wherein is kept in 
bulk all stock owned by M. I. P. cus- 
tomers. The fractional shares remain- 
ing after combining the amount of 
stock owned by all M. I. P. accounts 
in each security are considered as ow- 
ing by the odd-lot dealer to the M. I. 
P. The fractional shares sold daily by 
the odd-lot dealer to the M. I. P. are 
added to the fractional shares cur- 
rently owing to the M. I. P. As these 
fractions aggregate one full share or 
more, the full shares involved in such 
accumulations of fractions are de- 
livered by the Blotter clerk to the 
M. I. P. segregation box. 

The Purchase and Sales Department 
maintains a file of punched cards rep- 
resenting the M. I. P. position by 
stock. As additional shares in any 
stock are purchased for the account 
of the M. I. P., such purchases are 
combined with the amount of stock 
shown in the position card. A new 
position card is cut showing the new 
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position resulting from the day’s trans- 
actions. After this position card file 
is adjusted, a listing is made and sent 
to the clerk handling the segregation 
box in the Blotter Department. [rom 
this list, new long positions are posted 
in the M. I. P. stock ledger. 

The short side of the stock ledger 
shows shares in box, in transfer, and 
fail to receive. After the above daily 
postings are made, the sums of the 
short-side entries must equal the long 
positions. The M. I. P. stock ledger 
is verified bi-weekly by personnel other 
than those regularly assigned to the 
work. All entries as to stock in box, 
failures, and stock in transfer are veri- 
fied and refooted for proof of balance. 


Dividend Procedures 

Since all stock which we keep in 
segregation tor M. [. P. customers ts 
registered in the name of our firm, all 
dividends are paid to us by the com- 
pany. On the basis of the M. I. P. 
stock ledger, as of the dividend record 
date for each security, the segregation 
clerk informs the dividend clerk of 
the amount of stock owned by M. I. P. 
customers on which dividends will be 
due. Upon receipt of the dividend on 
the payable date, the dividend clerk 
issues a check payable to the M. I. P. 
account. In the meantime, the Pur- 
chases and Sales Department has re- 
produced into a dividend card the 
shares held in each individual account 
on the record date for each dividend. 
The dividend rate is gang-punched into 
the dividend cards and the amount due 
each account is computed. The total 
dividends earned by the individual M. 
I. P. accounts must total the amount 
received from the dividend clerk. The 
dividends allocated to the individual 
accounts are either paid by check to 
the owner of the account or reinvested 
according to instructions in the original 
purchase order. The reinvestment of 
dividends is handled in exactly the 
same manner as the investment of 
funds received from the customer. Dis- 
tributions of rights and stock other 


1954 


Accounting Procedures for Monthly Investment Plan Accounts 


than stock of the company are liqui- 
dated and the proceeds of such liquida- 
tion are treated the same as cash divi- 
dends. All dividend cards are kept to 
the end of the year for purpose of 
preparing Form 1087. 


Special Bank Account Procedures 

A special omnibus bank account is 
maintained by each odd-lot dealer to 
be used exclusively for M. I. P. opera- 
tions. Each member firm participating 
in the M. I. P. has on file with the 
bank a letter authorizing the odd-lot 
dealer to deposit therein checks drawn 
to the order of the member firm and 
to make withdrawals therefrom. The 
odd-lot dealer also has a letter from 
the member firm authorizing the de- 
posit and withdrawal of funds for 
purposes of handling M. I. P. accounts. 

Checks received up to 2:00 p.m. by 
the odd-lot dealers are credited the 
various accounts the same day. Pur- 
chases are effected the following day. 
All M. J. P. purchases are made 
“regular way”, i.e., for settlement the 
fourth business day following the date 
of execution. Thus, there will always 
be on deposit in the M. |. P. bank 
account four days’ receipts. These 
are, theoretically, credit balances of 
member-firm customers, but since they 
are committed for certain purchases 
and are temporary in nature, they are 
not carried on the books of the member 
firm, except in the form of the record 
of payments provided daily by the odd- 
lot dealers. The total of such deposits 
is, however, appropriately reported by 
the odd-lot dealers in answer to finan- 
cial questionnaires prepared by us. 

Checks are drawn against the M. I. 
P. account in the Purchases and Sales 
Department for payment to individual 
account owners of cash dividends, or 
the proceeds of the sale of rights and 
special stock distributions. Checks are 
drawn in the Blotter Department on 
receipt of written requisitions from 
the Purchases and Sales Department 
for settlement of M. I. P. purchases 
daily and for the payment of commis- 


(Continued on page 558) 
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Advisory Services on Monthly Audits 


By Artuur Paturick, C.P.A. 


The author's thesis is that accountants are qualified to act as 

advisors to business, and that they should supplement their 

monthly audits with such valuable advisory services as budgeting, 

analysis of gross profits and inventories, study of distribution 

costs, survey of insurance coverage, tax planning, systems review, 
and financial planning. 


Mes accountants confine their ser- 

vices to record-keeping. Their 
efforts are concentrated solely upon the 
preparation of financial statements and 
tax returns, without any attention to 
the practical phases of the client’s busi- 
ness. Nevertheless, accountants are 
qualified to act as advisors to business 
and should supplement their monthly 
audits with certain valuable advisory 
services, such as: budgeting; analysis 
of gross profits and inventories ; analy- 
sis of distribution costs ; analysis of in- 
surance coverage; tax planning; sys- 
tems review and planning; and financial 
planning. 

Many business concerns are depend- 
ent upon the accountant for these ser- 
vices. However, in too many instances 
they are not rendered by him, either 
because the client does not specifically 
request them, or the accountant may 
not be sufficiently aware of their 
importance. 





ARTHUR Paturick, C.P.A., is a 
member of the Society and of its 
Committee on Monthly Audits. He 
is past Chairman of the Committee 
on Clothing Manufacturing Ac- 
counting. 

Mr. Paturick, who is associated 
with the firm of Simonoff, Peyser & 
Citrin, CPAs, is also a member of 
the American Institute of Account- 
ants. 

This paper was presented by him 
at a technical meeting of the Society 
held under the auspices of the Com- 
mittee on Monthly Audits on May 
25, 1954, at the Engineering So- 
cieties Building in New York City. 
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It is my firm conviction that these 
advisory services when performed 
satisfactorily can become as important 
to the client as the regular audit. They 
are invaluable and necessary aids to 
the successful management of his busi- 
ness and frequently mean the differ- 
ence between success and failure. 
Budgeting 

Budgeting is a very essential ingredi- 
ent for sound management and success- 
ful business. The large business firms 
incur considerable expense in prepar- 
ing detailed budgets which are subse- 
quently compared with the actual op- 
erations. All variances are then care- 
fully scrutinized and explained. 

The average small business firm can- 
not afford to employ full-time person- 
nel trained in budgeting techniques. 
However, this does not mean that the 
need for budgeting is less urgent in 
the smaller firm. This gap, where it 
exists, can be very ably filled by the 
accountant in+ conjunction with his 
monthly audit service. He need not 
prepare budgets in the minute detail 
required by big business. Then, too, 
once the initial budget is prepared, the 
accountant will usually find subsequent 
budgets following the same pattern and 
requiring but minor revisions in form. 
In preparing a budget, careful con- 
sideration should be given to the 
following : 

The forecasting of sales is difficult 
at best. The estimate should be based 
upon productive capacity and prior 
years’ experiences, tempered by in- 
dustry and general business conditions 
for the coming period. The expendi- 
tures for inventory and labor should 
be planned in relation to estimated 
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sales. ‘The expenses should be based 
upon the past record of the company, 
adjusted for contemplated changes that 
may afiect the expenses, such as: 
changes in sales volume; salary ad- 
justments ; and changes in the number 
of employees. 

The budget should be prepared for 
as short a period of time as is prac- 
tical, so that serious variances may be 
called to the client’s attention early 
enough to take prompt corrective 
measures. 

For example, in a particular case, a 
client’s sales volume for the first two 
months of a fiscal year was approxi- 
mately one-third below: the forecast. 
Indications were that the sales would 
remain that way indefinitely. Yet, the 
client was receiving goods against com- 
mitments placed in accordance with the 
budget and maintaining his organiza- 
tion at a size necessary to handle the 
forecast sales volume. It was fairly 
obvious that besides being exposed to 
the dangers inherent in a heavy in- 
ventory position, the client could not 
cover expenses with the decreased sales 
volume. 

A discussion of these facts with the 
client resulted in the following actions : 
(1) The suppliers were contacted and 
purchase commitments were either re- 
duced or cancelled completely wherever 
possible, thereby reducing the inven- 
tory in line with the adjusted program. 
(2) Personnel reductions were made; 
officers’ salaries were reduced; and 
other economies were put into effect. 
The total reduction of expenses 
amounted to approximately $30,000. 
As a result, the company limited its 
losses to $10,000 for the year’s opera- 
tions, instead of the loss of $40,000 it 
would otherwise have sustained. 


Analysis of Gross Profits 
and Inventories 


Gross profits and inventory analysis 
stem directly from budgeting. Actual 
profits are frequently much different 
from. those estimated because of: in- 
accurate cost and selling price calcula- 
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tions; poorly controlled inventories; 
and poor production controls. 

The accountant should examine and 
explain differences between the esti- 
mated and actual gross profits. With 
such information made available to 
him, the client might then be able to 
rectify conditions adversely affecting 
his gross profits. 

In analyzing gross profits, the first 
step is to examine the calculations of 
predetermined costs upon which selling 
prices are based. It is extremely im- 
portant that the costs be accurately 
estimated so that satisfactory selling 
prices may be set. Yet, it is surprising 
to find that some business concerns do 
not calculate costs at all. More nu- 
merous are the concerns that do not 
calculate costs properly. The account- 
ant can be of considerable help to such 
clients. 

Many clients fail to mark up their 
products properly because of omission 
of some elements of costs. The errors 
most commonly committed in prede- 
termining costs are as follows: 


1. Failure to make adequate provi- 
sion for waste of materials, re- 
sulting from most manufactur- 
ing processes. 

2. Failure to make adequate provi- 
sion for additional material 
costs such as cost of freight— 
inward, cartage, etc. 

3. Failure to make adequate provi- 
sion for payroll taxes and other 
fringe benefits. 

4. Failure to make adequate provi- 
sion for premiums paid for 
overtime, and for Saturday 
and Sunday work. 

5. Inaccurate estimates made of 
unit labor costs where fac- 
tories are on a_ time-work 
basis. 


In one case, a manufacturer with a 
yearly sales volume of $1,500,000 esti- 
mated his gross profit at 18%, which 
should have resulted in a satisfactory 
net profit. However, when the manu- 
facturer later became bankrupt, exami- 
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nation of the records revealed a gross 
profit of but 7%. The difference of 
11% was due to the fact that the ac- 
tual costs of material and labor were 
much higher than the predetermined 
costs. Had the accountant been able 
to inform the manufacturer early 
enough of the errors in the estimated 
costs, corrective measures might have 
been taken and the bankruptcy might 
have been avoided. 

In connection with the examination 
of cost calculations, analysis should be 
made of the client’s inventories. The 
size and condition of the inventories 
have an all-important bearing not only 
upon the operations of the company 
but also upon its financial condition. 
Inventories in poor condition result in 
disrupted production, loss of sales and 
markdowns.  T*requent analysis will 
reveal indications of poor inventory 
conditions at inception, and help man- 
agement in avoiding any of the afore- 
mentioned consequences. 

[ shall now briefly discuss the major 
causes of poor inventory conditions: 


1. A heavy inventory position usu- 
ally results from purchases out of pro- 
portion to sales. I previously men- 
tioned that purchases should be pat- 
terned in accordance with estimated 
sales. In situations where sales are 
lagging behind the estimates, the pur- 
chase commitments should be examined 
for a corresponding curtailment. It 
may be possible for a client to cancel, 
reduce or replace some purchase com- 
mitments in such cases, or else to nego- 
tiate for longer delivery periods. Such 
action would minimize the top-heavy 
inventory position and thereby avoid 
distress sales of merchandise in order 
to liquidate inventories. Accountants 
should advise their clients to discuss 
such situations with their suppliers and 
to request assistance in preventing or 
reducing top-heavy inventory positions. 

2. Old or unsalable merchandise re- 
sults either from top-heavy inventory 
positions or from customer resistance 
to the merchandise, or a combination 
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of both. This condition ties up work- 
ing capital in non-moving inventories— 
working capital which could otherwise 
be invested in fresh merchandise that 
might be turned over several times 
during the year. 

The accountant should examine the 
production and selling plans of the 
client to determine whether any effort 
is being made to dispose of old mer- 
chandise. In one case, a manufacturer 
had been carrying $13,000 of a certain 
material in his inventory for two 
years. A quick check of his sample 
line revealed that there were no plans 
to use the old goods for the coming 
season. Immediately upon being ap- 
prised of this fact, the client designed 
two new styles. The styles were 
ordered by customers and the material 
was consumed, thereby making avail- 


able $13,000 of badly needed funds. 


Analysis of Distribution Costs 

The analysis of distribution costs 
affords the accountant excellent oppor- 
tunities to render his client much valu- 
able advice. This field has been badly 
neglected by accountants in the past, 
with the result that many companies 
unknowingly maintained poor and in- 
efficient distribution policies. 

Analysis of distribution costs will 
provide such information as: (1) the 
efficiency of individual salesmen on 
salary basis; (2) warehousing and 
handling expenses for wholesale sales 
compared with retail sales; and (3) 
delivery costs for orders of varying 
amounts. 

Information of this type permits the 
accountant to appraise the client’s dis- 
tribution policies and make recom- 
mendations which can often result in 
substantial savings. 


Analysis of Insurance Coverage 

The analysis of insurance coverage 
is another advisory service that may 
be rendered by the accountant making 
monthly audits. Through his audits, he 
becomes aware of inventory fluctua- 
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tions, clanges in storage and manu- 
facturing premises, and changes in 
methods of operation. He is therefore 
in an excellent position to help deter- 
mine the adequacy of insurance cover- 
age both as to amount and type. FEx- 
cess coverage results in excessive pre- 
miums. Undercoverage could result in 
substantial losses in case of casualty. 

Some clients are completely depend- 
ent for proper coverage upon their 
insurance brokers, who are often not 
fully intormed about the affairs of the 
client. In such inadequate 
coverage is sometimes the result. How- 
ever, an analysis of the coverage by 
the accountant would-reveal such situa- 
tions and result in corrective measures 
being taken by the broker in behalf of 
their mutual client. 


Cases, 


Tax Planning 

Monthly audits provide the account- 
ant with the information necessary for 
effective tax planning. He is in a posi- 
tion to recognize tax problems as they 
arise. 

The various types and methods of 
tax planning have been very ably dis- 
cussed by other Society committees 
and extensive articles have been pub- 
lished, all of which are available to 
practitioners. 


Systems Review and Planning 
Systems review and planning should 
be an important adjunct to the monthly 
audit. Some accountants; having once 
installed a system for a client, neglect 
to review its effectiveness thereafter. 
It is possible for a system to serve 
the client adequately at the time of 
installation, and become entirely inade- 
quate later, due to changes in the size 
of a business, the nature of its opera- 
tions, or the caliber of the personnel. 
It is therefore essential that the system 
be reviewed frequently. This does not 
mean that the accountant makes a com- 
plete review each month. He can tackle 
a separate phase of the system during 
monthly audits, and in that way he may 
cover each phase at least once a year. 
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Financial Planning 

l‘inancial planning should result in 
the coordination of the financial condi- 
tion with the planned operations of a 
company. Thus, suppose your client 
has planned for a sales volume of 
$400,000 for the coming Fall season. 
Can he finance this volume with his 
working capital? If not, how much 
additional funds would he require? 
When will the funds be needed and 
for how long a period of time? 

This information is essential and the 
best means of obtaining it is by the use 
of a cash forecast or budget. Such a 
forecast must be prepared on a 
monthly, rather than a seasonal, basis 
in order to be effective. The reason 
for this is that whereas the working 
capital might appear sufficient on a 
seasonal basis because of low inventory 
and receivable positions at the end of a 
season, it might prove inadequate dur- 
ing the early part of the season when 
inventories and receivables are at a 
peak. 

Armed with this information, the 
accountant is then in a position to 
advise the client as to any financial 
arrangements that may be necessary. 
This approach is far more dignified 
and professional than having the client 
feverishly call on a Tuesday that he 
will not have enough cash to meet his 
Thursday payroll, and request you to 
have a financial statement prepared 
immediately so he may obtain a bank 
loan. 

Expansion of plant facilities aiming 
towards increased sales volume by con- 
cerns with limited capital also requires 
financial planning. Would the working 
capital be sufficient to purchase the 
additional fixed assets and also handle 
the increased sales volume? 

This is the type of financial planning 
the client should expect and obtain 
from his accountant. 


Conclusion 

In conclusion, the rendition of ad- 
visory services to management by 
CPAs has been deemed of such im- 
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portance by the American Institute of 
Accountants that it has recently ap- 
pointed a committee to explore this 
subject thoroughly. 

Some accountants might feel that 
the additional time required to render 
advisory services may not be war- 
ranted by the size of the fee. It is, 
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however, important for such practi- 
tioners to realize that the lack of these 
services may prove serious for some 
clients. For other clients, the rendition 
of such services may not only cement 
the accountant’s position, but may ma- 
terially enhance the opportunities for 
increases in his fees. 


Accounting Procedures for Monthly Investment Plan Accounts 


(Continued from page 553) 


sions and service fees monthly. 


The bank balance is reconciled 


weekly. 


Conclusion 


In conclusion, let me review the 
records we have available in our office 
relative to our M. I. P. operations. 
These records are copies of records 
which we furnish member firms par- 
ticipating in the Plan at the selling end. 


They are: 
1. The record of payments received 
daily, by firm, filed chronologi- 

cally. 


2. The listing of purchases made 


daily, by firm, 
cally. 

3. The confirmation of individual 
purchases sent daily to the cus- 
tomer as well as to the member 
firm. No actual copy of this con- 
firmation of purchase is kept by 
us, only the punched card that 
was used to prepare the most re- 
cent confirmation. These cards 
are filed by security. 

4. The record of commissions 
earned sent to each member firm 
monthly. These commissions are 
summarized according to the 
identifying number assigned to 
each purchase order by the mem- 
ber firms. 


filed chronologi- 





Book Reviews 


(Continued from page 540) 


makes it quite clear that he objects to the 
use of the taxing power either to enforce 
administrators’ notions of public policy or in 
the suppression of local crime. 

Why this monumental history on American 
taxation? Mr. Paul in his concluding chap- 
ter states: 

“Tt will be said again, as it has been 
said so many times before, that the tax 
burden is crushing industry; the theory 
will gain wider acceptance that taxes are 
inflationary when they absorb more than 
25 percent of the national income; and 
there will be frequent repetition of the old 
argument that a reduction of taxes is nec- 
essary to encourage risk capital. It will 
be argued that governmental waste and 
extravagance must end, and that security 
is purchasable in a bargain basement. 
Some of these arguments have been made 
by respected political leaders; as time goes 
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on, still other leaders will add persuasive 
voices to a growing chorus of objection to 
high taxation. The acceptance of this 
philosophy by the American people could 
be the beginning of a tragic end, the last 
chapter in the story of democracy, the 
conclusion of the most promising political 
experiment the world has ever known.” 


To prevent this philosophy from permeat- 
ing the American scene, the author dedicates 
his book not to the tax specialist, but to the 
majority of the American people. It is this 
effective majority who, being subject to “a 
system of taxation by confession,” must ac- 
quire the full faith in, and the full under- 
standing of, the basic issues involved in our 
tax and fiscal policies. 


SAMUEL A. DyCKMAN 


New York, N. Y. 
September 
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The Role of the Accountant 


in Estate Planning 
By Maourice Friep, C.P.A. 


The complexities of modern estate planning make the accountant 


Prevailing high taxes on earnings 
and income and the further imposition 
of the estate tax on the accumulation 
of whatever property remains for 
transfer at death make it extremely 
important for all persons of means to 
obtain competent advice and guidance 
in the development and operation of 
an estate plan so as to provide for the 
maximum preservation of his property 
during life, as well as for designated 
beneficiaries at death. 

The accountant, by virtue of his 
training, experience and_ relationship 
with respect to his client’s financial 
affairs, can be of exceptional service 
in formulating an appropriate and 
practical estate plan. 





Maurice Friep, C.P.A., has been 
a member of our Society since 1930 
and is also a member of the Amer- 
ican Institute of Accountants. 

He is presently a member of the 
Committee on Fiduciary Account- 
ing and has previously served on 
other technical committees, includ- 
ing Stock Brokerage Accounting, 
Building and Savings and Loan As- 
sociation Accounting, Textile Ac- 
counting, etc. 

Mr. Fried is engaged in general 
practice as a Certified Public Ac- 
countant in his own office in New 
York City. 

This paper was presented by him 
at a technical meeting of the Society 
held on April 26, 1954, at the En- 
gineering Society’s Building Audi- 
torium, under the auspices of the 
Committee on Fiduciary Account- 
ing. 
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by virtue of training, experience, and client relationship, a logical 
and vital member of the estate planning team. 


Full cooperation with the attorney, 
insurance underwriter and others of 
specialized skills, as the specific needs 
in each case may dictate, is most im- 
portant for a proper and adequate plan 
to be drawn. 

The initial step to be taken is that of 
fact finding. This is a task for the ac- 
countant. I*act finding may be divided 
into two categories: (1) Financial 
Facts and (2) Personal Facts. 
Financial Facts 

linancial facts relate to the inven- 
torying of all known assets and liabili- 
ties for the purpose of determining the 
content and over-all value of the 
client’s prospective estate, for which a 
plan is to be formulated. In this con- 
nection it is also important to ascertain 
the financial facts of the client’s spouse, 
as well as of the other beneficiaries for 
whose prime benefit the estate plan is 
to be drawn up. 

The tabulation of assets should show 
the liquid assets, comprising cash, 
marketable securities and other items 
that may be available and readily con- 
vertible into cash for purposes of pay- 
ment of debts, administration expenses, 
taxes, specific legacies and bequests. 
Items held as joint tenant with right 
of survivorship, or as tenant by the 
entirety, or in any form of ownership, 
other than individual name, should be 
shown separately on the inventory and 
the contribution of each spouse or 
joint owner specifically identified. The 
income, gift and estate tax impact on 
such items requires special considera- 
tion. 

Of prime importance is the analysis 
to be made of non-liquid assets, on 
which substantial estate taxes may be 
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levied and which may not be readily 
convertible into cash without substan- 
tial loss to the residuary estate. It is 
in this connection that most serious 
estate problems arise. Investments in 
real estate should be studied from the 
standpoint of form of ownership, that 
is corporate, individual or joint name, 
etc., assessed valuation, and current 
and future income prospects for the 
purpose of ascertaining the approxi- 
mate fair market value thereof, as well 
as of the possible increase or decrease 
in value thereto in the future. Shares 
of stock in a close corporation or in- 
vestment in partnership or business 
interest, should be carefully appraised 
not only for present and prospective 
future valuation purposes, but also for 
the possibility of any element of good 
will that may be added to the value in 
the event of transfer by gift or at 
death. Existing buy-or-sell agreements 
with respect to such assets should be 
carefully analysed. Recent decisions 
have indicated that such agreements do 
not necessarily fix the valuation of ‘the 
assets for estate tax valuation pur- 
poses, but do limit proceeds available 
for payment of expenses and distribu- 
tion. Life insurance policies should be 
examined for coverage, provisions of 
ownership, beneficiaries, modes of 
settlement, ete. 

Household and personal property 
items should be reviewed, not only as 
to valuation but should be specifically 
identified as to whether it is owned by 
the client or his spouse. This is 
especially important with respect to 
items of value, such as paintings and 
art objects, in which case it is most 
advisable that available evidence of 
ownership be noted for positive iden- 
tification in event of death. The segre- 
gation of such property by specific 
ownership in policies of insurance 
carried for fire and theft protection 
will aid in the identification, but may 
of itself not prove conclusive of 
ownership. 

Trust agreements in force in which 
the client, or his spouse, or prime bene- 
ficiaries, may have an interest, as well 
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as any other contracts or agreements 
under which they may have a property 
interest or power of appointment 
should be carefully analysed for pur- 
poses of the financial inventory. 

Debts, mortgages, and other liabili- 
ties, either contingent or otherwise, 
should be carefully reviewed and tabu- 
lated. Provision should also be made 
for approximate administration  ex- 
penses and fees, etc., that may be in- 
curred, depending upon the size and 
content of the estate. 


Personal Facts 

Personal facts to be recorded relate 
to the age and physical condition of 
the client, his spouse and other desig- 
nated beneficiaries. Are there minors 
to be considered? Do the beneficiaries 
have independent means? Do they have 
separate earnings or income and how 
substantial? What is the relationship 
of the beneficiaries to the client? Are 
the beneficiaries capable of assuming 
financial responsibility? What provi- 
sion has been made for others to carry 
on business activities in the event of 
death ? Who are the logical persons to 
carry on such activities? 

These and all other pertinent data 
regarding the relationship of the client 
to his beneficiaries should be reviewed. 
If wills are presently in force, a care- 
ful analysis of the terms thereof should 
be made. The feelings and wishes of 
the client and spouse with respect to 
the disposition of their individual prop- 
ertv at death and the aims to be 
accomplished should be discussed at 
length with respect to each beneficiary 
and objectives carefully noted. The 
client’s wishes with respect to chari- 
table bequests should be obtained. 


Planning the Estate 

After all the facts have been ascer- 
tained, the value of the prospective net 
estate may then be estimated and the 
amount of prospective estate tax calcu- 
lated. Calculations should be made for 
comparative purposes on the basis of 
the valuations that may be placed on 
the respective slow or non-liquid assets 
so as to determine the possible mini- 
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mum, as well as maximum, taxes that 
may be imposed. Computation of the 
tax should also be made with respect 
to the utilization of the marital deduc- 
tion, either in whole or in part, as well 
as the effect thereof to the estate of the 
survivor. Similar comparative calcula- 
tions should be made for the prospec- 
tive estate of the spouse or other 
principal beneficiaries. 

From this point, the exploration of 
the various methods to be employed to 
best obtain the results desired by the 
client at a minimum of*tax cost takes 
place. It is in this phase of the plan- 
ning of the estate that the accountant 
and the attorney, who is to draw the 
new will and other legal documents, 
can best be of service to each other 
in the client’s interest. The planning 
of each estate will depend entirely 
upon the fact-finding data and wishes 
of the client. The accountant and at- 
torney can only serve as guides to 
accomplish the client’s objectives by the 
most feasible, legal and _ practical 
means available. All the facts must be 
considered, various plans, methods, or 
combinations thereof, set out in pro- 
posed form, and the effect thereof 
studied by them. In this regard, it will 
be necessary to decide whether the 
estate should be disposed of by direct 
distribution; whether trusts should be 
created; whether gifts during life 
should be recommended; whether life 
insurance is adequate; whether special 
agreements should be entered into for 
either purchase or sale of business 
interests; or whether certain assets 
should be disposed of by gift or other- 
wise during life of the client for the 
purpose of increasing the proportion 
of liquid assets, and minimizing taxes, 
etc. The current and future income 
tax effect of the various proposals, as 
well as the individual requirements of 
each of the respective parties con- 
cerned, must be considered by the ad- 
visors in relation to the over-all plan. 

With regard to valuable paintings 
and art objects, it may be well to con- 
sider the disposition thereof to char- 
itable organizations in lieu of cash 
bequests, so as to avoid the further 
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dilution of liquid assets. These, and 
all the other related business, financial 
and tax problems are matters that the 
several estate planners should be quali- 
fied to advise on. Volumes have been 
written and published on the technical 
phases of estate planning methods and 
operation and the answer to many 
special problems may generally be 
found by careful research. Legal ques- 
tions should be resolved only by the 
attorney. 


Selection of Executors 

and Trustees 

The accountant may be asked to ad- 
vise in the selection of executors and 
trustees. The selection and number of 
executors and trustees, whether indi- 
vidual or corporate, will vary in each 
case, depending upon the size and con- 
tent of the estate and objectives to be 
accomplished. Where individuals are 
named, it is usually advisable to name 
several alternates, in order of succes- 
sion, so as to insure the continuity of 
the administration of the estate or 
trust by those known to the testator 
or grantor, with the final appointment 
of a corporate trustee in the event the 
named individuals fail to qualify. The 
accountant is particularly well qualified 
to act as executor or trustee, and his 
talents can be of invaluable service in 
such capacity. He should not hesitate 
to accept the responsibility when it is 
offered. ; 

Conclusion 

No plan, no matter how well drawn, 
should be allowed to remain dormant, 
but should be re-examined from time 
to time to ascertain the effect of ever 
changing economic and financial con- 
ditions, personal relationships and leg- 
islation. 

The accountant, by virtue of the 
continuous nature of his services, is 
in a logical position to recommend 
timely changes and to generally assist 
in guiding and advising the client 
through the complexities of modern 
estate planning. The role is an im- 


portant one and most rewarding to 
those who avail themselves of it. 
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Current Trends in Accounting —VII 


By Leo RosEnBLuM, C.P.A. 


Some Capsules Reflecting Modern Practices 
and Current Problems and Conditions 


Practitioners’ Problems 


Accountants Are Cut Down 
Too Soon 


Angus Lancaster, who contributes 
the “End Pages” section of The Au- 
stralian Accountant, comments: “There 
are more old dope addicts than old 
accountants.” 1 In his opinion we ac- 
countants work too hard and laugh too 
little. Also, he points out, “The re- 
wards of the profession have been 
insufficient to make sufficient provision 
to enable us to retire at a reasonable 
age, or at least, to slacken our efforts 
as the shadows lengthen.” 

He outlines the partners’ retirement 
fund instituted by his firm. The plan 
will interest readers who are working 
on or considering such plans. 





Leo Rosenstum, C.P.A., is 
Professor of Accountancy at the 
3ernard M. Baruch School of 
Business and Public Administration 
of The City College of New York. 
He received the degrees of B.S., 
M.S., and Ph.D. from Columbia 
University. Dr. Rosenblum is a 
member of the New York State 
Society of Certified Public Account- 
ants and the American Accounting 
Association. He has contributed to 
The New York Certified Public 
Accountant, the Journal of Account- 
ancy, The Accounting Review, and 
other publications. He is also en- 
gaged in public practice in New 
York City. 











1 Vol. 24, No. 4, April, 1954, pp. 171-176. 


Continuing an Individual’s Practice 


In the June, 1954, issue of The New 
York Certified Public Accountant, ref- 
erence was made to the problems of a 
practitioner who became seriously ill.? 
On this subject interested readers 
might consult the report of a sub- 
committee of the AIA’s Advisory 
Committee of Local Practitioners.* In 
it are discussed various ways of con- 
tinuing the practice of a sole practi- 
tioner should he become disabled or 
die. Wills, written agreements, and 
disaster committees are considered. 

It is suggested that the individual 
practitioner’s working papers be pre- 
pared in such fashion that successors 
will be left with adequate information 
and so that current billings can be 
made. Of course, the rule of ethics 
prohibiting the transfer of working 
papers without the consent of clients 
must be considered. 

The value of a practice taken over 
is difficult to determine. Accordingly, 
the subcommittee recommends that the 
advice of disinterested experts he 
sought. 


What’s a Practice Worth? 


This abstract from a letter to the 
editor of The Chartered Accountant in 
Australia* reflects an Australian sug- 
gestion concerning the valuation of an 
accounting practice : 

“Every practice differs from every other, 
but it is generally safe to say that the 


gross fee figure for one year is taken as 
the commencing point. Whether one year 


2“Current Trends in Accounting—VI, ” Vol. XXIV, No. 6, p. 391. 
3 It has been published in a number of state Society al mg including The Certifi ate 


(of the District of Columbia Institute of CPAs), Vol. X, No. 8, April, 1954, pp. 1-3 and 
the lowa Society of Certified Public Accountants Bulletin, Vol. . No. 6, April, 1954, p. 2 


~~ 


4Vol. XXIV, No. 9, March 20, 1954, p. 634. 
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is the last completed financial year, or the 
average for the last three years, if the 
general work of the practice is considered 
to be good work from a Public Account- 
ant’s point of view, one year’s purchase of 
the gross takings is usually obtained. 

“Non-recurring work of a special nature 
would be deducted from the gross fee 
figure. The fact that goodwill is always 
subject to the element of bargaining will 
have an effect, and circumstances alter 
cases. If there is some unsatisfactory 
feature in connection with the practice, 
a discount may be calculated on the ‘twenty 
shillings in the £.’ 

“Size has a bearing on the amount a 
vendor is able to secure, as there are more 
men seeking small practices, due, in a 
large measure, to lack of capital preclud- 
ing them from purchasing larger prac- 
tices.” 

Fees and Billing 

The California Certified Public Ac- 
countant® reports the results of a ques- 
tionnaire for practitioners circulated 
by the California Society of CPAs 
and its Advisory Committee on Prac- 
titioners’ Problems. The summary was 
prepared by Michael P. Ferro and 
Clifford V. Heimbucher, CPAs, of 
San Francisco. 

84% of those who reported on the 
question of the basis for fee computa- 
tions indicated that their procedure 
was to use a fixed multiplier or per- 
centage of the salary paid employees. 

Where the fees were based on the 
salary these factors were used: 

# of Times 


Employees’ , 
Salary % 
1 AGE Co (k 7a POR Ut eae ere 7 
ee ee 37 
1) EOIN SPE NCTE TR. 46 
De ig acco rnciid Sgaiccwmweevenne tes 10 
Otdleonancecce. ae eae 100 


Where a per diem rate was charged, 
59% of those responding to the ques- 
tionnaire billed on the basis of a 7-hour 





5 Vol. XXI, No. 4, May, 1954, pp. 14-20. 


Current Trends In Accounting—V II 


day; 12%, a 7Y%-hour day; 29% an 
8-hour day. 

Here is the procedure employed in 
the preparation of time reports: 


Method of Preparation % 
On Individual Job Slips............ 11 
On Daily Summaries.............. 13 
On Weekly Summaries ........... 27 
On Semi-monthly Summaries ...... 25 
On Monthly Summaries .......... 13 
CHINGR: HANGGe coc ce canes iccceueoeeus 10 
NO Record NeDleicvccccccscusccdes 1 

oe Nan aT 100 


Just under 70% of the firms report- 
ing indicated the work done on the 
time reports; the remainder did not. 

52% reflected on the time reports 
the reasons for non-chargeable time; 
48% did not. 

60% of those reporting had no in- 
centive plan; 22% had one for the 
staff and clerical sections; 18%, for 
the staff only. 

47% employed women on audits in 
clients’ offices; 53% did not. 

48% carried accountants’ 
insurance; 52% did not. 

Where employees used automobiles 
the reimbursement rate was on a per- 
mile basis in 72% of the cases (the 
median rate was 7¢ per mile); 13% 
made a flat monthly allowance; 15% 
employed some other basis. 


liability 


Bankruptcy 
Accountants’ Fee Denied 


The creditors of an alleged bank- 
rupt filed an involuntary petition in 
bankruptcy in the United States Dis- 
trict Court for the Southern District 
of New York early in 1948.° The 
company denied that it was_ insol- 
vent and that it had committed the 
act of bankruptcy charged. The credi- 
tors’ committee thereupon retained ac- 


6 Credit Executive, Vol. 47, No. 5, May, 1954, pp. 4-5. 


Also see “Current Trends in Accounting—V I”, 


in The New York Certified Public 


Accountant, Vol. XXIV, No. 6, June, 1954, p. 392. 
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countants and appraisers to look into 
the operations of the company. A year 
of such work satisfied the Court that 
the corporation was bankrupt. 

But the Referee in Bankruptcy de- 
nied the accountants’ fee ‘“‘on the 
grounds that the court lacked the au- 
thority under the National Bank- 
ruptcy Act to allow accountants’ fees 
in cases of this nature.” 

The District Court, however, held 
that a bankruptcy court could properly 
grant the allowance in the exercise of 
its equity power, and remanded the 
Referee’s report for reconsideration 
accordingly. 

The Referee thereupon recom- 
mended an allowance for the account- 
ants and the Court ordered the Trustee 
to pay the fees in dispute. The Trus- 
tee then appealed the decision to the 
United States Court of Appeals. On 
June 2, 1953, the latter reversed the 
District Court, holding that “the costs 
here in question may not be allowed in 
the absence of some express Congres- 
sional authorization” (Guerin v. Weil, 
Gotshal & Manges, 2d Circuit, 205 
Fed. 2d 302). 

The New York Credit and Finan- 
cial Management Association has rec- 
ommended to the National Bankruptcy 
Conference the consideration of this 
type of situation, seeking the draft- 
ing of an amendment to “cure this 
obvious defect in the National Bank- 
ruptcy Act as it now stands.” 


The Institute’s Petition 

The American Institute of Ac- 
countants’ committee on bankruptcy 
and reorganization has sent a petition 
to Supreme Court Chief Justice Earl 
Warren “requesting that accountants’ 
status in bankruptcy be improved.’? 
The petition suggests the amendment 
of the General Orders in Bankruptcy 
“to remove accountants from their 
present classification with auctioneers 
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and appraisers,” thus effecting the ap- 
pointment of accountants and arriving 
at their compensation independently, 


Time Records 


The “‘Notes and Comments”’ section 
of The Accountants’ Journal, of New 
Zealand,* reports a recent case heard 


in the Magistrates’ Court there, “of 
wide interest to accountants.” It ap- 


pears to be “the only occasion in 
recent years when a public accountant 

. sued for his fees.” 

An accountant “had charged a fee 

for certain specialised and urgent 
work”, producing, when requested to 
do so, extracts from his diary showing 
how the time spent on the engagement 
was accumulated. However, “the en- 
tries in the diary were strongly at- 
tacked by defending counsel”; the 
latter tried to show that part of the 
time report was “unreasonable or even 
impossible.” 

In reaching a decision, the magis- 
trate stated that his decision was based 
on the reliability of the plaintiff 
accountant’s diary, and set a consider- 
ably lower fee than that charged by 
the accountant. 

Commenting upon the verdict, The 
Accountants’ Journal observes: “trom 
this case it is very clear that a public 
accountant’s diary is one of his most 
important records, and that if required 
he should be able to substantiate every 
word that appears in it.” 

We affirm the necessity for accu- 
racy in maintaining time records. [*or- 
tunate, indeed, is the accountant who 
has been spared the experience of 
receiving a client’s complaint that the 
time billed far exceeded that noted in 
the client’s own time memoranda. On 
occasion a client has reported the 
arrival and departure times and _ the 
noon lunch “hour” taken by the staff 
members assigned to the audit—to the 
embarrassment of principals and staff. 


7 The Journal of Accountancy, Vol. 98, No. 1, July, 1954, p. 14. 


8 Vol. 32, No. 6, January 1, 1954, p. 180. 
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Reciprocity 
Timely, in view of our own concern 
about reciprocity among the various 
states, is this extract from the report 
of the Council of the Institute of 
Chartered Accountants in England and 
Wales for the year 1953 :° 
“The Council believes that the ideal 
arrangement is reciprocity, in all parts of 
the world, of the right to practise under 
the professional designation which the 
individual accountant has obtained by suit- 
able training, experience and examination 
and that there should be no restrictions on 
the right to enter into partnership or 
agency arrangements with properly quali- 
fied accountants, whatever may be their 
country of residence. It is against this 
general background that representations 
are made when developments in overseas 
countries are prejudicial to the interests 
of the members of the Institute.” 


Recruiting Staff Members 

Have you seen the double-page ad- 
vertisement headed, “Should Your 
Child Be An Accountant”, in The 
Saturday Evening Post, Collier's, and 
Ladies’ Home Journal? The circula- 
tion of the three magazines is about 


12,000,000.1° 


Help Your Juniors 


The Education Committee of the 
[Illinois Society of CPAs has concluded 
that juniors beginning in the field of 
accounting need education in technical 
expression, audit standards and pro- 
cedures, internal control, preparation 
of working papers, professional con- 
duct, and basic skills." 

The Society’s survey adduced prac- 
titioners’ views on “important phases 
of educational preparation for public 
accounting.”’ It was said, among other 
things, that the difference between 
auditing standards and procedures is 
not understood by beginning juniors; 


9The Accountant, Vol. CXXX, No. 4141, 
Accountants Newsletter, Vol. 5, No. 6, June, 


10 Item noted in American Institute of 


1954, p. 1. 
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it is recommended that schools “pro- 
mote general understanding of auditing 
concepts rather than technical profi- 
ciency in specific auditing procedures.” 


The deficiency in the understanding 


of procedures dealing with internal 
control is attributable, the report indi- 
cates, to “lack of practical auditing and 
business experience” ; on-the-job train- 
ing, it was also stated, “would be help- 
ful in teachitig juniors [the] technique 
of preparing working papers.” 


Industrial Accounting Attracts 

Our Young Men 

Robert Browning, chartered ac- 
countant, and Professor of Account- 
ancy at the University of Glasgow, 
addressing the Centenary Meeting of 
the Institute of Chartered Accountants 
in Scotland cn “The Chartered Ac- 
countants of Scotland, 1854-1954’, 
said: 

“Our younger members are still readily 
absorbed into industry, and in addition the 
Civil Service and the nationalised in- 
dustries now claim their share. Public 
practice is not as attractive as it once was: 
there is no retirement, no pension—only a 
life full of interesting work, substantial 
responsibility and lasting satisfaction. In 
the years to come it is to be hoped that a 
substantial number of our members will 
remain in public practice.” 12 


Management Information: ‘What 
Accountants Can Give Better Than 
Anyone Else” 


Walter Scott, chartered accountant, 
writing on “Accounting as an Aid to 
Profits” in The Accountants’ Journal, 
presents a checklist of information 
which management wants, and ac- 
countants can provide. 

The checklist comprises 131 ques- 
tions, presented under these captions: 
Policy—18; Current Operating Con- 


May 1, 1954, p. 491. 


11 [bid., Vol. 5, No. 5, May, 1954, pp. 2-3. 
12 Press Release, June 18, 1954, pp. 11-12. 


13 Vol. 32, No. 7, Feb. 1, 1954, pp. 210, ff. 




















ditions — 15; Sales Operations — 17; 
Sales Policy — 10; Production — 24; 
Operating Conditions—12; Transpor- 
tation — 5; Purchasing — 11; Person- 
nel—10; Foremanship—9. 

“There is an ever-enlarging field 
and an ever-challenging opportunity 
for accounting to mz ike a major contri- 
bution to profit by giving . . . manage- 
ment facts and information which will 
enable it to make profit-making deci- 
sions with increasing assurance and 
certainty,” says Mr. Scott. It is ac- 
counting’s job to see “that it furnishes 
its wares in a way that will warrant 
management wanting to buy them.” 

Most important, appears to be Mr. 
Scott’s observation that “Management 
must have aid in the increasing 
problems and complexities of its job 
.” If this is not supplied by ac- 
countants, he points out, management 
will turn elsewhere for “what account- 
ants can give better than anyone else 
if they will only determine to do so.” 


Auditing 
Advance Planning for Audits 


At a workshop session of the Ala- 
bama Society of CPAs, Elmer G. 
Beamer, CPA, of Haskins and Sells, 
made a number of suggestions about 
programming audit work.’ 

Before the program of specific 
operations on specific ledger accounts 
is undertaken, he advised, these gen- 
eral points should be covered: 

1. Review the prior year’s working papers 
and report, as well as the current 
correspondence file. 

Undertake a comprehensive review of 

the new client’s business generally. 

3. Consider the time limits of the engage- 
ment. 

4. Look into the availability of assistance 

by the client’s employees on the analyti- 

cal phases of the assignment. 

Estimate the number of accountants 

needed and the dates required. 

6. Determine the practicability of per- 
forming interim or preliminary audit 


tw 


Jt 
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work. Such preliminary audit work 
should cover the following points 

a. Physical observation of the client's 
operations: b. Review of the accounting 


system; survey of internal control; 
preparation of programs for specific 
accounts; c. Test of the transactions 
beginning with the original entries; d. 
Undertake verification work on Ac- 
counts Receivable, including confirma- 
tions; e. Observation of the taking of 
a physical inventory, testing the prices 
and the mathematical accuracy; f. 
Vouching the property additions; g. 
Undertaking of a businessman’s review 
of the operating accounts; h. Reading 
of minutes, of contracts and other 
documents; i. Review of the client's 
income tax status. 


The preliminary work should be de- 
scribed clearly in the working papers 
so that later duplication may be 
avoided. 


Confirmation Requests Intercepted 


The Minnesota Certified Public Ac- 
countant™ reports the results of a con- 
ference with the Postmaster of the 
Minneapolis Post Office concerning the 
interception at that office of account- 
ants’ requests for confirmation of 
accounts receivable balances due to 
clients. Individuals, misrepresenting 
themselves as agents of a public ac- 
countant through the use of a printed 
calling card, obtained the confirmation 
requests before they were delivered to 
the addressees. 

The State Society conferred with 
Minneapolis’ Acting Postmaster on the 
subject. It was decided that in the 
future, if requested to do so, the Min- 
neapolis Post Office would contact by 
telephone a designated member of a 
CPA firm to establish the identity “of 
any individual purporting to represent 
such firm and seeking to withdraw any 
piece of mail of such firm before it is 
delivered to the . . . addressee.” 

This would represent “an amplifica- 
tion of the present postal regulations 
which require only that an individual 
seeking to ‘withdraw before dispatch’ 


14 The Alabama CPA, Vol. IV, ‘ 3, April 1, 1954, pp. 5, ff. 


15 Vol. 3, No. 6, April, 1954, p. 
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a piece of mail, must be identified to 
the satisfaction of the postal employee.” 


“Veering ... Towards The American 

View” 

This abstract from the “Diary of A 
Chartered Accountant,” published in 
The Chartered Accountant in Aus- 
tralia'® will be of interest to American 
Accountants : 

“...a letter came in the other day from 
English associates covering the required 
audit of an Australian subsidiary. It was 
interesting to see the emphasis they placed 
on stock [inventory] verification at bal- 
ance date and on the movement of stocks 
during the year... . [I]t is interesting to 
note how insistent they were on observa- 
tion of physical stocktaking. My im- 
pression is that English practice is veering 
inevitably towards the American view on 
this point, though not to the extreme that 
followed the McKesson and Robbins case.” 


Banks 

The Surety Association of America, 
cooperating with the National Asso- 
ciation of Bank Auditors and Comp- 
trollers, has published “Audit Aid for 
Small and Moderate-Sized Banks.”?? 
The pamphlet includes a formula for 
the computation of the “Audit Pro- 
tection Rating” of a bank. 139 ques- 
tions must be answered “Yes” or “No”. 
Points are assigned for each correct 
answer and a Guide for Computation 
indicates how the score may be as- 
sembled. 

The questions constitute an excellent 
guide to an auditor engdged in the 
review of the financial affairs of a 
small or medium-sized bank. A major 
aid is the “Sample Schedule of Audit 
Procedures”!8 provided. 

“Bank examinations by govern- 
mental authorities,’ notes Roy F. 
Buchman, Chief Auditor of the Mellon 





16 Vol. XXIV, No. 10, April 20, 1954, p. 
171950, 31 pages. 

18 Pp. 27-31. 

19 Vol. V, No. 9, pp. i-xv. 
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National Bank and Trust Company of 
Pittsburgh, in the Foreword to the 
work, “do not obviate the need for 
bank audits, since the two are not 
synonymous.” 

He points out that the examinations 
establish the solvency of the bank on 
a given date, but “They do not include 
an accounting of income, control of 
expenditures, or many other detailed 
phases of auditing.” A further factor, 
Mr. Buchman points out, is the recog- 
nition of one of “the basic purposes of 
audits—the prevention of loss from 
fraud.” 


Schools 


A program for the audit of school 
district financial records is presented 
in the form of a fifteen-page insert in 
the May, 1954, issue of The Michigan 
C.P.A. Following two sections desig- 
nated “Introduction” and “Preliminary 
and General”, the Bulletin is made up 
of divisions on the audit of cash on 
hand and in banks; investments; in- 
ventories; property and equipment; 
bonded debt; insurance and surety 
bond coverage ; receipts ; expenditures ; 
and internal school activities. 


Construction Contracts 


A recent address by A. J. Greg- 
ory, Supervisor of the Internal Audit 
Division of the Wisconsin Electric 
Power Company of Milwaukee, Wis- 
consin, on “Audit of Construction 
Contracts”, is reproduced in The In- 
ternal Auditor.*° 

Current and complete audit is re- 
quired under all cost-plus arrange- 
ments because such contracts leave the 
contractor with no incentive “to reduce 
costs or be economical in his work” ; 
“these lacks must be filled by the com- 


727. 


20 Vol. 11, No. 2, June, 1954, pp. 14-22. The address was delivered at a meeting of the 
Rochester Chapter of the Institute of Internal Auditors. 
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pany’s construction engineers and in- 
ternal auditors.” 

Post-audits based on reviews of the 
contractor’s books and records, “at a 
time subsequent to when the work was 


done and payment was made” are 
largely time wasted, points out the 
author: if the audit is to be of any 


value it “must begin at the job site and 
be performed while the construction 
work is in progress, so that labor, ma- 
terial, and equipment can be checked 
as they are employed on the job.” It 
must be determined “that workmen 
are performing the kind of work cor- 
responding to their labor classification 
and pay; that the same workmen are 
not reported by both the prime con 
tractor and sub-contractors. .. .” 

There are, of course, many other 
factors which must be considered. 
These include: whether overtime work 
has been authorized; whether super- 
visory labor charges are to be absorbed 
by the contractor’s general fee; how 
materials and equipment rentals are 
priced; whether cash discounts granted 
contractors are passed on to the com- 
pany. 

Mr. Gregory provides a list of the 
common errors found in processing 
cost-plus construction contract billings. 


How It Feels to Be Audited 

B. H. Davison, chartered account- 
ant, who has been in private industry 
for close to a quarter Oba century, 
reports his feelings on being audited 
by independent public accountants.*! 
He reports the “ticking complex” 
which afflicts practicing accountants, 
and also indicates his puzzlement at 
“the desire ... still in evidence in some 
firms to have every conceivable figure 
covered by some form of certificate.” 
“Protection by certificate in this way” 
is neither efficient nor fair; “it places 
the onus and responsibility for certifi- 


22 Vol. IV, No. 3, April 1, 1954, p. 4. 
23 Vol. 32, No. 7, pp. 537-545, 568 
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cation upon the shoulders of those who, 
by the very nature of their functions, 
are very often not closely in touch 
with the detail they are required to 
as 

Another interesting characteristic of 
public accountants is this one: often, 
when they strike a snag, they feel it 
necessary “to clear this out of the 
way” before continuing their work. 
To do this immediately frequently 
necessitates interfering with the flow 
of work of the internal accountant. 

A further charge: the auditor often 
attempts to clarify queries which are 
trifling at his own convenience and 
with “‘too little regard for the internal 
staff.” 

Mr. Davison concludes: “There are 
at least two sides to every audit.” 


Staff Member’s Prayer 
The Alabama CPA* quotes this 


“accountant’s meditation” offered by a 
speaker before a workshop session of 
the Birmingham Chapter of the Ala- 
bama Society of CPAs: 

“And so I come to the end of another 
engagement. I am grateful that it all went 
smoothly, that none of the client’s em- 
ployees got too ruffled, that my reviewer 
complimented me on a job well done, and 

am grateful for what I have learned. 
| found no serious errors or irregularities. 
Based on my work, I think that none 
exist; I most certainly hope that none do. 
If any do exist, I hope I may be forgiven 
for this fervent prayer that no one else 
ever finds them!” 


Taxation 


Defending Net Worth Cases 


“How to Defend Net Worth Cases” 
is discussed by Joseph W. Burns, at- 
torney, and Murray L. Rachlin, CPA, 
of our Society, in the July, 1954, issue 
of Taxes. “The most important ac- 
tion in recent years in the field of tax 
evasion cases’, they point out, took 


21 The Accountant, Vol. CXXX, No. 4135, March 20, 1954, pp. 310-315. 
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place on June 7, 1954, when the roof 


preme Court granted eight petitions for 
writs of certiorari. Seven of the eight 
cases raised issues concerning the use 
of the net worth method in tax prose- 
cutions. 

It is important that tax practitioners 
“thoroughly understand both the legal 
and the accounting principles involved” 
if they are to defend properly cases 
involving the net worth method ; there 
are important distinctions between civil 
and criminal cases involving tax mat- 
ters. Turning to the net worth state- 
ments, the writers point out the legal 
and accounting objections to such state- 
ments as indicators of annual income 
and observe that the burden is on the 
government to establish the starting 
point of a net worth statement with 
reasonable accuracy. 

After offering a number of guides 
to the defenses that may be raised in 
the course of an investigation in effort 
at avoiding an indictment, the authors 
conclude: “In many cases the admis- 
sions of the taxpayer with respect to 
net worth have been the principal link 
in the chain of circumstances which 
courts have used to sustain conviction. 
Those courts have not required the 
government to offer any substantial in- 
dependent evidence from which intent 
may be inferred. The Calderon case 
is the first to hold that the government 
must offer substantial independent evi- 
dence of the offense before it can rely 
upon the taxpayer’s admission. [Thus] 
the decisions of the Supreme Court in 
... [the eight] cases will be of great 
importance in net worth cases and may 
settle several important questions ap- 
plicable generally to tax evasion cases.” 


Let the Taxpayer Deduct Repairs to 
His Person 


Leslie Handler, in a letter to The 
New York Times,*4 presents an oft- 
raised question concerning the liberal- 
izing of the income tax on individuals. 
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He suggests that the limited useful 
economic lives of people are not con- 
sidered, for tax deduction purposes, 
though the limitation on the economic 
life of a property is given considera- 
tion. 

This is particularly unfair for, 
among _ others, ballplayers, prize 
fighters, and actors, who enjoy “but a 
brief moment.” “They get no income 
respite during the height of their earn- 
ing power,” even though this earning 
power is restricted to a relatively short 
period. 

Mr. Handler asks whether property 
rights are favored over personal rights. 
Necessary repairs to property, for ex- 
ample, are deductible items for income 
tax purposes, “but if an individual 
suffers illness he may not deduct medi- 
cal expenses unless they exceed 5 per 
cent of his gross income, and then 
there is a maximum deduction of 
$1,250. for exemption, with an out- 
side deductible limit of $5,000.” 

In sum, “treat the taxpayer as a per- 
son no worse than we treat his prop- 
erty. At least let him deduct the cost 
of the ‘repairs’ to his person without 
limitations.” 


Tax Problems Are the Same the 
World Over: Great Britain 


Estate Taxes 


Here is a note from “Leaves from 
the Notebook of a Professional Ac- 
countant”, a column in the British 
magazine Accountancy,” conducted by 
ernest Evan Spicer, chartered account- 
ant: 

“Formerly it was regarded as a duty by 
most wealthy men to make provision for 
their dependents under their testamentary 
dispositions. 

“Today this has become almost an im- 
possibility, because the richer the man the 
more probable is it that estate duty will 
swallow up the whole of the available 
assets and thus render the testator’s laud- 
able intentions incapable of fulfilment. 


24Dated February 17, 1954, the letter was printed on February 25, 1954. 
25. Vol. LXV (Vol. 16 New Series), No. 729, May, 1954, pp. 178-179. 
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“A prudent millionaire should therefore 
give some consideration during his life- 
time to the vital question of the avoidance 
of some portion of the estate duty at his 
death, by travsferring property to those 
who are near and dear to him, at least five 
clear years before the curtain drops and 
the authorities step in and seize alli. 

“The ethics of his action may possibly be 
questioned by those who hold it to be a 
crime for anybody to enjoy the fruits of 
another man’s labour, but the views of 
such persons are often a little warped. 
They may, in imagination, have killed off 
all their own relatives and been unable to 
raise a £ 5 note from amongst the lot, and 
quite understandably this may render them 
a trifle jealous of others whose expecta- 
tions are brighter. 


“From the point of view of a rich man, 
the burden of estate duty is indeed a cruel 
one. Nobody sympathises with him and 
few people realise how great the injustice 
may be.” 


Traveling Expenses 
The British magazine, The Account- 
ant,*® reports the case of a solicitor 
who was also a clerk to the Justices at 
Bromyard, England, though he lived 
in Worcester. The clerk deducted as 
expenses the cost of traveling between 
the two cities. The Court held that 
the expenses were not incurred in dis- 
charging duties nor traveling in the 
performance of these duties. As The 
Accountant summarizes the situation: 
“The fact is that where a man lives is 
at his own discretion, but traveling 
from where he lives to where he dis- 
charges his duties is not in the per- 
formance of his duties.” 
Directors’ Expenses 
The Accountant" presents a letter 
received by a public accountant, deal- 
ing with income tax deductions made 
by a client for expenses incurred by 
directors. H.M. Inspector of Taxes 
asked for the following information 
(It is to be noted that the expenses in 
the case did not exceed £450): 
Mr. A: Approximate number of 
nights away from Birmingham repre- 
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sented by the total hotel expenses of 
£164; the extent to which this sum 
covered the cost of hotel meals, ¢.g,, 
breakfasts. 


Mr. B: The owner of the car for 
which expenses were claimed; the ex- 
tent to which “capital and running 
costs” were covered by the reimburse- 
ment, i.e., “petrol, oil, tax, insurance, 
repairs and depreciation.” 

Both directors: (1) The Inspector 
of Taxes wrote: “I note that no dis- 
tinction has been made between meals 
and entertaining. If the latter consists 
in the main of lunches and dinners to 
business connections, please state (giv- 
ing average figures) the number con- 
cerned on any particular occasion (in- 
cluding the host), the number of such 
occasions per annum, and the cost per 
head. If other types of entertaining 
account for more than a small propor- 
tion of the total, please give details and 
state the amounts involved in an aver- 
age year.” 

(2) To what extent the following 
classes of people were entertained: 
employees; suppliers; persons in the 
same trade as the accounting firm’s 
client, for example, fellow members of 
trade associations. 

(3) Whether any entertaining at 
home was claimed for. 


In the May 15, 1954, issue of the 
same publication*® was reported the 
receipt of a letter of apology from the 
Financial Secretary to the Treasury in 
which it was stated that the Board of 
Inland Revenue regretted the sending 
of a form such as that cited. It was 
further noted: “Some of the ques- 
tions are questions which are asked on 
the ordinary return of directors’ ex- 
penses allowances which the company 
is required to render. The others ask 
for unnecessarily detailed information. 
If you will let them know to which of 
your members it was sent they will 
look into the matter.” 


26 Vol. CXXX, No. 4139, April 17, 1954, pp. 412-413. 


27 Ibid., p. 429. 
28 Vol. CXXX, No. 4143, p. 543. 
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Personal Property Taxes on 

Airplanes 

The New York Times” reports that 
the New Jersey State Division of Tax 
Appeals, in a 5-to-4 decision, denied 
the appeal of National Airlines, Inc., 
from assessment of personal property 
taxes on airliners for the period while 
they were grounded in the City of 
Newark. 

The airline had contested the city’s 
right to tax it $80,000 in 1950 and 
1951, based on the time the company’s 
aircraft had been grounded between 
flights at the Newark Airport. 

An earlier case, the newspaper re- 
ports, involved Northwest Airlines and 
the State of Minnesota, which the 
United States Supreme Court resolved 
in 1944, likewise in a 5-to-4 decision, 
in favor of the State of Minnesota. 

In delivering its ruling the Appeals 
Division indicated its realization of 
“|, . the possibility that these air- 
craft may land on the same assessing 
day at the airport in Camden, with per- 
haps dual taxation by reason thereof.” 
However, it was also pointed out that 
the Newark tax was based on the time 
the aircraft spent in that city. Thus, 
it was felt, similar levies by other air- 
ports based upon the length of time in 
the various cities would not result in 
too great an overall tax burden. 


Where Anyone May Prepare Tax 
Returns for Others 


The laws of Rhode Island have been 
amended to permit anyone to pre- 
pare personal income tax returns for 
others.2° Also, he may prepare any 
federal, state, or municipal corporate 
tax return or tax report, provided that 
he audits or examines the taxpayer’s 
accounting records regularly, not so- 
liciting such tax business by adver- 
tising. 

This change in ruling “was prompted 
by a recent Rhode Island state Su- 


29 February 25, 1954. 
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preme Court ruling that a 1938 statute 
permitted only lawyers and CPAs to 
handle long-form returns for others.” 


Tax Work: Unfavorable California 
Decision 


The C.P.A. Newsletter of the Cali- 
fornia Society of CPAs*! notes that 
the decision on June 11, 1954, by the 
Appellate Department of the Los 
Angeles Superior Court, reversed the 
lower court, and “remanded Agran v. 
Shapiro for a new trial upon the 
ground that at least a portion of the 
services rendered by Agran constituted 
the practice of law.” 

The Court agreed that Agran, an 
accountant, had the right to prepare 
tax returns “of such simple character 
that an ordinary layman without legal 
or accounting training might have pre- 
pared them in the first instance”, but 
held that he was practicing law “when 
he undertook to advise his client re- 
garding the tax effect of a loss on a 
guaranty, the preparation of an appli- 
cation for a tentative carry-back ad- 
justment, and negotiations with repre- 
sentatives of the Treasury Department, 
involving the loss and the resulting 
carry-back.” 

Discussing both the New York 
Bercu and the Minnesota Conway 
cases at some length, the Court rejected 
the Bercu doctrine “under which the 
accountant would have been authorized 
to assume jurisdiction of the incidental 
legal questions which arose in connec- 
tion with the preparation of the re- 
turns.” The Court also referred to 
“The Statement of Principles Relating 
to Practice in the Field of Federal In- 
come Taxation,” adopted by the Na- 
tional Conference of Lawyers and Cer- 
tified Public Accountants. 

The State Bar of California as well 
as the California Society of CPAs 
took part in the Agran case, their 
counsel filing briefs amicus curiae. 


30 The Journal of Accountancy, Vol. 98, No. -1, July, 1954, p. 6. 


31 Vol. 8, No. 2, July, 1954, p. 1. 
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It is noted that the California So- 
ciety is “investigating the possibilities 
of carrying the case further”; the In- 
stitute ‘is also actively in touch with 
the situation.” 


Distinguishing Between Accounting 
and Legal Services 

A recent decision of the Ninth Cir- 
cuit Court of Appeals, reported in The 
Journal of Accountancy,**  distin- 
guishes between accounting and legal 
services in the field of federal income 
taxation. 

It appears that in a District Court 
action, a lawyer, who was also a CPA, 
and who had prepared tax returns for 
the defendant as well as a net worth 
statement (the latter during the course 
of an investigation by the Internal 
Revenue Service), was called upon for 
testimony. The defense objected to 
the testimony on the grounds that the 
witness’ “functions as an attorney and 
accountant could not be segregated” 
and the taxpayer was entitled to the 
protection of privileged communica- 
tion. But the Court ruled: “There is 
no evidence at all that the gentleman 

at any time functioned as a 
lawyer, or in fact the defendant em- 
ployed him as a lawyer. He was em- 
ployed as an accountant solely and 
simply.” 

The Court also referred to a previ- 
ous decision in which it had stated: 
“If ...a lawyer undertakes to trans- 
late his activities into those of an ac- 
countant .. . it would seem elementary 
that the transactions in question would 
not be clothed with privilege.” The 
ruling was upheld on appeal. 

The Journal editorializes that the 
line distinguishing accounting from 
law in the field of taxation is not a 
simple one to locate ; “the two elements 
are often intermingled.” Nevertheless, 
“it is helpful . . . to have the [| Appel- 
late] Court support the proposi- 

82 Vol. 98, No. 1, July, 1954, p. 35. 

33 “President’s Page,” 
March, 1954, pp. 1-2. 
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tion that there is such a thing as tax 
accounting, as distinguished from law, 
and that determining taxable income is 
the accountant’s proper business.” 


Note for Philatelists 

Revenue Ruling 54-268 provides: 

“A loss sustained from the sale of a 
collection of stamps accumulated as a 
hobby does not represent a loss incurred 
in a trade or business, or in a transaction 
entered into for profit, within the meaning 
of section 23(e) of the Internal Revenue 
Code. Accordingly, such a loss is not de- 
ductible for Federal income tax purposes.” 


Ethics 
Independence 
Illinois 

The Illinois Society of CPAs has 
amended its rule concerning indepen- 
dence to conform to Rule 2.01(b) of 
Article 2 of the S.E.C.’s Regulations 
S-X, as revised. 

Alexander Eulenberg, CPA, presi- 
dent of the Society, opines: 

. the Institute as well as other State 
societies, must, in the not-too-far-dis- 
tant future, follow the lead of Illinois, 
since there should not be two stand- 
ards, one for practice under SEC and 
a different standard for other prac- 
tice.” 

Although in specific cases “owner- 
ship of an interest of any size might 
not influence the judgment of an audi- 
tor,” experience indicates such risk 
may exist. Accordingly, this practi- 
tioner considers that “the best way to 
eliminate both the risk and the ques- 
tion of interpreting the terms substan- 
tial or material would be to revise 
those parts of the codes of ethics or 
procedure which provide that mem- 
bers of the professional accounting or- 
ganizations shall not express opinions 
on financial statements in cases where 
the practitioners have a financial in- 
terest in the enterprise under audit. 
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Mr. [‘ulenberg cites several illustra- 
tions of inquiries whether the situa- 
tions cited represent “forbidden finan- 
cial interests”: 

(1) The ledgers of a department 
store include an account with its ac- 
countant. The account contains a 
credit balance since merchandise pur- 
chased as a regular customer has been 
returned. The accountant is also audi- 
tor of the department store. 

(2) An accountant has a savings or 
commercial account in a bank he 
audits. 

(3) An accountant carries a life in- 
surance policy. The. insurance com- 
pany’s security portfolio includes in- 
vestments in a company whose ac- 
counts are audited by the accountant. 

In each of these cases Mr. Eulen- 
berg offers a flat “no” on the question 
whether these situations constitute for- 
bidden financial interests. Neverthe- 
less, he points out, these “are, literally, 
financial interests, either direct or in- 
direct.” 

The Philip pines 

Under a Bureau of Internal Rev- 
enue ruling of the Republic of the 
Philippines,** a CPA _ whose three 
children worked as part-time book- 
keepers for certain taxpayers, was not 
considered to have lost his indepen- 
dence as accountant for the taxpayers, 
“it not appearing that he has any finan- 
cial interest direct or indirect in the 
business of the... taxpayers.” 

It was added, however, that in the 
event that the accountant was related 
by consanguinity to the taxpayer, or its 
president, manager, or principal stock- 
holder, he was required to state the 
fact in his certificate. 

Professional Courtesy 
In this country it is considered a 


matter of courtesy for auditors invited 
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to undertake engagements as successors 
to others currently doing the work, to 
communicate with the present account- 
ants. In Great Britain, this is required 
under the rules of ethics of a number 
of accountants’ associations. For 
example, the Institute of Chartered 
Accountants in England and Wales 
requires that auditors communicate 
with previous auditors before under- 
taking an audit engagement; other- 
wise, they render themselves liable to 
exclusion or suspension from member- 
ship in the Institute.*° 


Reports 

3-D 

Louis L. Seaman, Assistant Vice- 
President of the Irving Trust Com- 
pany, of New York City, makes these 
comments concerning what he refers to 
as “3-D Audit Reports”, at a confer- 
ence sponsored by the New England 
State Associations of Public Account- 
ants.*6 

Audit reports, he states, need “3-D 
presentation”. This means recognition 
of: (1) Definiteness of auditor’s re- 
sponsibility (his opinion regarding the 
statements); (2) Description (sufh- 
cient to inform readers about state- 
ment items); (3) Disclosure (facts 
needed as a basis for credit appraisal ). 

Dealing with the Definiteness of the 
auditor's responsibility, Mr. Seaman 
notes that in a test inspection of soine 
twenty borrowers’ files it was found 
that only thirteen of the accountants’ 
reports presented provided an unquali- 
fied opinion about the statement; five 
reports contained no opinion whatever. 

Concerning Description: many in- 
adequacies came to light. In the case 
of a jobber of photographic supplies, 
the inventory evaluation basis was not 
stated. In the case of a dress manu- 
facturer, the inventory shown was “‘as 


34 May 29, 1953, File No. 106.02, reported in The Newsette, Vol. V, Series 6, June, 
1954, p. 3 (monthly membership, bulletin of the Philippine Institute of Accountants). 

35 The Accountant, Vol. CXXX, No. 4143, May 15, 1954, pp. 563-564. 

36 Bulletin of the Robert Morris Associates, “Vol. 36, No. 9, May, 1954, pp. 323-329 
(reprinted from The National Public Accountant, February, 1954). 
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submitted by management’; for a 
furrier, the notes payable to banks 
were not segregated from these due 
to the trade. Also, the accountant’s 
comments implied that the receivables 
had been collected as of the dete of the 
auditor’s examination. In actuality, 
however, they had been converted into 
notes or trade acceptances, the normal 
practice in the trade. A canning com- 
pany’s plant and equipment figures 
were supplied net, rather than gross 
with indication of the depreciation 
allowance. And, for a manufacturer 
of novelties, notes payable to banks 
were included in accounts payable. 
Mr. Seaman also cites a number of 
illustrations reflecting inadequate Dis- 
closure. “It often takes more than one 
try,” the banker observes, “to get the 
customer to allow the accountant to 
do what he . . . considers necessary to 
support an unqualified opinion.” 


Consolidated Financial Statements 

The Institute’s Research Depart- 
ment, it is reported, is conducting a 
“statistical survey of current practice 
in handling certain problems in pre- 
paring consolidated financial _ state- 
ments.” The project is under the 
direction of the subcommittee on con- 
solidated financial statements, which is 
expected to circulate a questionnaire 
soon.3? 


Machine Accounting; Electronics 


Punch Card Data by Wire 


An item in The Hopper (since re- 
named Journal of Machine Accounting 
Systems and Management), official 
publication of The National Machine 
Accountants Association,** points out 
that punched card data can now be 
transmiited by telephone and telegraph. 
The rapid transmission of accounting 
data from decentralized branch offices 
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and plant locations to any central point, 
for example, the company’s main office, 
is now rendered practical by the use 
of telephone and telegraph. An instru- 
ment known as a Transceiver “reads” 
the data record in IBM cards in the 
form of punched holes and, as the 
cards are read, “electronic circuits 
generate coded impulses in the form 
of ‘beeps,’ each series of sounds rep- 
resenting a hole in the card.” The 
punching mechanism in the receiver 
is actuated by these sound signals, and, 
as a result, exact duplicates of the 
cards being transmitted are recorded 
at the receiving end. These cards are 
then “immediately available for ac- 
counting machines and _ computer 
processing.” 

Here is a method of transmitting 
financial results which may speed up 
summarizing figures for clients whose 
branches are widely separated. 

Using special equipment including 
coded teletype tapes one company” 
assembles statements at its main office 
in a few hours, producing a composite 
report for the company’s management. 


Electronics 


Here is a partial list of the seminars 
at the Third Annual Convention of the 
National Machine Accountants Asso- 
ciation, held in Cleveland, Ohio, in 
June :*° 


Punch-card Electronic Devices; 
Inventory Management—The Key to 
Production Control; Paying Cash 
Dividends; Accounts Receivable ; Uni- 
versity Applications; Public Utility 
Customers Accounting Utilizing Mark 
Sensing, the 604 Calculator and a 
Punched Card Bill; Tabulating Ma- 
chine Printing . . . ; Good Machine 
Management; Batch Billing and In- 
ventory Control by Electronic Com- 
putor; Sales Records; Billing and 


37 American Institute of Accountants Newsletter, Vol. 5, No. 6, June, 1954, p. 3. 


38 Vol. 5, No. 4, April, 1954, pp. 13-14. 


39 See General Electric Company, “62nd Annual Report, 1953,” p. 31. 
40 Journal of Machine Accounting Systems and Management, Vol. 5, No. 6, June, 1954, 
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inished Goods Inventory Control; 
silling in the Automotive Parts In- 
dustry ; Production Control; Procedure 
Development; Let’s Keep It Simple; 
Property Accounting. 


Accounting Theory 


Accounting Research: New 
Cambridge Professorship 


The Council of the Institute of 
Chartered Accountants in England and 
Wales has established the P. D. Leake 
Professorship of Finance and Account- 
ing, at the University of Cambridge, 
effective October 1, 1954.4 The pro- 
fessor is to be appointed by the Uni- 
versity; the chair itself and the work 
associated with it are to be financed 
by an annual grant of £3,000, from 
the revenue of the P. D. Leake Trust. 

The Accountant points out that 
“Most accountants have as much work 
as they can conveniently handle”: “in 
the mind of the average accountant, 
immersed in his own day-to-day prob- 
lems ... [there is] little time for more 
than intermittent reflection on the 
philosophic aspects of his _ profes- 
ae 

Therefore, .. if the high reputa- 
tion which the profession has de- 
servedly won is to be consolidated... 
research and development must be 
actively encouraged and pursued.” 


ii 


Accounting for Foreign Operations 


The Controller presents a number 
of excerpts from a panel’ on “Special 
Problems Facing the Controller Whose 
Company Is Engaged in Foreign 
Operations”. The contributors include 
William S. Swingle, president of the 
National Foreign Trade Council, Inc., 
of New York City, on “Business 
Operations Abroad”; J. O. Waymire, 
treasurer of Eli Lilly & Company, 
Indianapolis, on “Foreign Branch 
Plants vs. Subsidiaries”; and Joseph 
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B. Lanterman, vice-president and con- 
troller of American Steel Foundries, 
Chicago, on “Investment Experienc: 
in Canada”. Also summarized are 
comments by B. A. Olerich, treasurer, 
Abbott Laboratories International Co., 
Chicago, on “Problems of A Western 
Hemisphere Trade Corporation”. 

The publication reports that the 
“Accounting for Foreign Operations” 
committee of the New York City Con- 
trol of the Controllers Institute “has 
in progress a continuing program to 
discuss specific accounting problems 
that arise through foreign operations.” 
The matters to be considered are: 
“Principles and Practices of Defer- 
ment and Recognition of Profits’; 
“Principles and Practices of Currency 
Translation”; “Treatment of Specific 
Items, such as Barter Transactions and 
Exchange Revaluation Losses and 
Gains”; “Recording of Entries on 
Books of Account where United States 
and Foreign Currencies are Involved” ; 
and “Foreign Tax Credits.” 


Conversion Rates for Foreign 
Holdings 


An anonymous contributor to The 
Acceountant*® observes that “a notable 
departure has been made by two im- 
portant companies from a principle of 
accounting which up to the present has 
always been regarded as fundamental, 
i.e., in order to establish the relative 

. . cost of fixed assets acquired in a 
foreign currency, the currency cost 
should be converted . . . at the rate 
ruling at the date of acquisition.” But 
two British Companies “in their ac- 
counts recently published” have de- 
parted from this principle, adopting 
the current rates of exchange at the 
date of the balance sheet. 

The contributor queries: “Is it in- 
tended that the . . . cost in future shall 
fluctuate?” and asks further: “If the 


41 The Accountant, Vol. CXXX, No. 4148, June 19, 1954, p. 686. 


42 Vol. XXII, No. 6, June, 1954, pp. 268-270, summarizing discussion at 22nd Annual 
Meeting of Controllers Institute of America, Boston, Massachusetts, September, 1953. 


43 Vol. CXXX, No. 4143, May 15, 1954, pp. 542-543. 
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exchange goes to | twice 
the current rate] will this figure be 
halved?” The writer then concludes: 
“Conversion at end-year rates may be 
a simpler calculation, but has it, by 
itself, any principle to commend it: 
as a means of correcting inflation the 
results may differ widely from an up- 
to-date valuation when the influence of 
many other important factors requires 
to be taken into account.” 


The Working Capital Ratio 

Needs a Face-Lift 

In a paper in The Australian Ac- 
countant*, Victor L. Gole points out 
that the two-to-one current ratio stand- 
ard cannot be used without consider- 
ing the many circumstances in which 
this “traditional” relationship, standing 
alone, may be unacceptable as a guide 
to good current position. The trend of 
current ratios must be considered. 
This, our readers will recall, is an idea 
long advanced by Professor John N. 
Myer, whose work on financial state- 
ment analysis is known widely. 

Mr. Gole points out that “the com- 
fort and consolation of looking at a 
2:1 ratio of working capital in a finan- 
cial statement or series of statements 
may be a traditional and conventional 
experience born of long acceptance of 
what is widely regarded as a funda- 
mental rule.” However, he continues, 
“it should be apparent that different 
kinds of enterprises will need different 
working capital ratios, and it is not 
very heipful to take a range of busi- 
nesses without classifying them into 
appropriate groups if any conclusions 
are to be drawn.” 

Appraisal of the working capital 
position must consider these points, 
the author points out: 

1. The total of merchandise con- 
sidered to represent a “base” 
stock to meet normal business 
requirements. 


44 Vol. 24, No. 3, March, 1954, pp. 90-94. 
45 Vol. 24, No. 4, April, 1954, pp. 133-138. 
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2. Taxes on current profits as well 
as unpaid assessments. 

3. Dividend requirements. 

4. Accounts Receivable which may 
have become uncollectible. : 


cn 


The operating or cash cycle 
characteristic of the business. 


Costs 


Marginal Costing 

G. T. Webb, accountant, writing in 
The Australian Accountant® discusses 
“Marginal Costing and Valuation of 
Work in Progress.’ In some six pages 
he summarizes accounting comment on 
this subject in various parts of the 
world, concluding that “until such 
time as direct costing is accepted for 
taxation purposes, firms using it could 
confine it to the preparation of internal 
reports, retaining full cost for their 
published accounts and taxation re- 
turns.” 

“This,’ he points out (citing 
N.A.C.A. Research Bulletin No. 23, 
“Direct Costing,” Apr#l, 1953), “ap- 
pears to be the present practice in the 
United States.” 


Basis Standard Costs vs. Ideal 

Standards 

Writing in The Accountants’ Jour- 
nal*® on “Top Management Control 
Through Basic Standard Costs,” H. 
W. Glasgow, of the New Zealand 
Society of Accountants, distinguishes 
basic standard costs from ideal stand- 
ard costs. 

Dealing with inventories, he points 
out that “Valuation at standard is 
based upon the premise that standard 
costs are the only reasonable or justi- 
fiable costs, and that all variations 
must be inefficiency in one form or 
another. .. .”” Accordingly, such varia- 
tions “should not be allowed to inflate 
current assets.” But, he continues, 


46 Vol. 32, No. 8, March 1, 1954, pp. 242, ff. 
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“inconsistency usually follows when- 
ever favourable variations . . . arise, 
in that conservative accounting prac- 
tice usually dictates that they be not 
credited at that time and that the profit 
be taken only on subsequent sale.” 

However, under basic standard 
costs, Mr. Glasgow notes, “It is con- 
tended that what products should cost 

. can be a matter of opinion only, 
whereas the actual costs . . . are one 
of fact.” As a result, inventories are 
carried at actual cost except that over- 
head is charged into cost at normal 
rates only. 


Cost Determination in the Textile 

Bag Industry 

Maurice P. Pujol, CPA, writes on 
this subject in The Louisiana Certified 
Public Accountant.** Sound cost ac- 
counting procedures must be employed 
in this business: “there is probably no 
other major business enterprise that 
operates on so close a profit margin. 

9 


This brief paper describes proced- 
ures for ascertaining conversion costs; 
reports on efforts to reduce the con- 
version cost; considers the reasons for 
avoiding “penny-pinching plans.” 


Cost Computation: Coffee 


The National Association of Hotel 
Accountants cited*® these cost figures 
for the serving of coffee when the 
price per pound was 95 cents: 


Coffee—50 cups (per Ib. 


et ) re $.01900 
2% gallons heated water.. .00008 
Sugar—10¢ per Ib. ...... 00156 
1 oz. Cream (at $2.50 gal- 

lon) —assuming 20% of 

the consumers drink the 

coffee BENGE s is460040% .01600 


48 The New York Times, March 3, 1954. 
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Loss for shrinkage and 


waste—5% .......4.. 00183 
Total cost of materials— 
ee COs 558 eke $.03847 


According to the Association, while 
labor costs for the making and serving 
of the coffee and the washing of 
dishes, utensils and room varied con- 
siderably, the estimated completed cost 
of a cup of coffee was $.066. 


Conferences 


Central States 

These interesting subjects were dis- 
cussed at the Central States Account- 
ing Conference held at Kansas City, 
Kansas, in June, 1954.49 Carman 
Blough, of the Institute, spoke on 
“Compliance With Auditing Stand- 
ards”; Keith McKy, of Arthur Ander- 
sen & Company, on “Detection of 
Fraud”; John Queenan of Haskins & 
Sells, on “Accountants Liability and 
Liability Insurance”; and Paul Adam, 
of Arthur Young & Company, on 
“Staff Training and Compensation.” 

The conference was also addressed 
by then President Arthur B. Foye, of 
the Institute, and John L. Carey, the 
Institute’s Executive Director, the 
latter speaking on “Cooperation of 
Lawyers and Accountants in Tax 
Practice.” 


Graduate Study 


The 1954 Graduate Study Confer- 
ence at the University of Wisconsin 
took place in July.5° The subjects dis- 
cussed were: “Internal Auditing’, 
“Practical Application of Electronic 
Equipment,” and “Management Con- 
trol and Services Outside the [Field of 
Auditing and Taxation.” 


47 Vol. XIV, No. 4, March-April, 1954, pp. 5-7. 


49 The Asset (publication of the Missouri Society of CPAs), Vol. 2, No. 2, May, 1954, 


r 
p. 


p. 3 
1954 





50 Wisconsin Society of Certified Public Accountants Newsletter, No. 26, June, 1954, 
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This program was another of the 
broad, timely study programs offered 
in various parts of the country; these 
“appeal to the practicing accountant 
and the accountant not in practice” 
since it is the practice to select speakers 
and discussion leaders who are “well- 
equipped to present up-to-the-minute 
information on the chosen subjects.” 


Renegotiation; Termination 
Q’s and A’s on Renegotiation 

The Renegctiation Board has issued 
Renegotiation Staff Bulletin #13A 
comprising 25 pages of questions and 
answers “based upon correspondence 
of The Renegotiation Board.” The 
Board indicates that these “are made 
public for the information of con- 
tractors and others concerned with 
renegotiation”. 

Among the queries are these: “Are 
the proceeds of business interrup- 
tion insurance policies renegotiable ?” 
(page 1); dealing with furnace lin- 
ings, for use in furnaces that process 
renegotiable products—“To what ex- 
tent are . . . sales exempt when I sell 
linings for repair or replacement?” 
and, “How is the average useful life 
of the lining determined?” (page 5); 
“Would a foundry selling a casting 
which will become part of a milling 
machine be subject to renegotiation on 
25 per cent of such sale if the milling 
machine has a life of 20 years and is 
used 100 per cent in defense produc- 
tion?” (page 9). 

The Renegotiation Board rejected as 
unsatisfactory a “negative inquiry” 
which a contractor proposed to make 
as the basis for determining renego- 


tiability (page 10). 


Renegotiation: Determining Profit 
J. Fred Weston and Rodger E. 
Karrenbrock (respectively Associate 
Professor of Finance at the University 
of California, Los Angeles, and Gradu- 


51 The Controller, Vol. XXII, No. 5, May, 


52 Vol, 18, No. 3, April, 1954, pp, 10-14. 
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ate Assistant in the Department of 
Accountancy, College of Commerce, 
University of Illinois) have written a 
most valuable paper on the subject 
“Profit Determination in Rencgotia- 
tion’”.®! Of special interest is their re- 
negotiation check list which gives a 
contractor an opportunity to rate him- 
self as to performance. 

The authors recognize that “any 
attempt to formulate administratively 
an allowable rate of return for a firm 
will end in failure, because adminis- 
trative procedures cannot entirely re- 
flect the operations of market forces.” 
Nevertheless, it is noted that the pro- 
cedures described may enable con- 
tracting officers or renegotiation au- 
thorities “to arrive at a final determi- 
nation of the allowable rate of return. 
The applications of the procedure are 
widespread and need not necessarily 
be limited to renegotiation proceed- 
ings.” 


Reasonable Executive Compensation 


C. Richard Gunzer, CPA, discusses 
“Reasonable Executive Compensation 
in Defense Industries” in The Connec- 
ticut CPA.** He points out what fac- 
tors accountants must consider when 
they serve defense businesses, in ar- 
riving at a “fair and proper executive 
compensation figure, which will bear 
scrutiny of the... [Service] and of 
the Renegotiation Board’s Examiners.” 
Mr. Gunzer considers the accountant’s 
function as to evidence, the attitude of 
the courts and renegotiation reviews 
as distinguished from tax reviews. 

“No formula is used by the Courts 
in appraising the value of the defense- 
executive’s services to his company” ; 
each case must be decided after con- 
sidering all the factors, both favorable 
and unfavorable, which bear on the 
reasonableness of the executive's com- 
pensation. 

Mr. Gunzer lists 10 “favorable fac- 
tors” and three “unfavorable factors”. 


1954, pp. 216-217, 240-245. 
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In summary, Mr. Gunzer points out: 

“(1) It is quite appropriate to pay 
' higher compensation to execu- 
tives in defense industries than 
in predefense periods, if their 
efforts and responsibilities are 
greater ; 

Adequate proof of increased 

work, efforts and attainments 

is very necessary should the 
higher compensation be chal- 
lenged by proper authority ; 

“(3) The Courts have considered, as 

appropriate yardsticks for meas- 

uring value of services in time 
of defense activity, all of the 
statutory factors which the 

Renegotiation Board now uses 

to ascertain whether ‘excessive 

profits’ exist in a company year 
under review; 

Disallowance of some part of an 

executive’s compensation, fol- 

lowing field tax examination, 
is no time to yield ground if 
the executive conscientiously 
believes his defense-period ac- 
tivities warrant the compensa- 

tion he received and he is in a 

position to show it; 

“(5) No appeal to the Courts should 
be attempted without careful 
appraisal of the overall merits 
of the evidence to be presented 
and complete agreement by the 
client’s attorney, the principal, 
and the accountant or financial 
executive as to the weight and 
probable effectiveness of favor- 
able and unfavorable factors in- 
volved.” 


Contract Termination Accounting 

Procedures ; 

“Accounting Aspects of Terminated 
Fixed Price Defense Production Con- 
tracts,” by Alfred Kaplan, CPA, of 
Boston, Massachusetts, was reviewed 
in the June, 1954, issue of the News 
53. Vol. 27, No. 7, June, 1954, p. 5. 

54 April 5, 1954. 
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Bulletin of the Massachusetts Society 
of CPAs? 
This short work (19 pages) is a 


“discussion of cost procedures and 
practices . based upon audits of 
numerous terminated contracts. sf 
It also considers deductible direct and 
indirect costs as well as (in an ap- 
pendix) examples of non-deductible 
items. 
General 

“One of the Most Coveted Jobs” 

The New Y ork Times* refers to the 
post of Controller General of the 
United States as “one of the most 
coveted jobs in all Government”. These 
are the advantages of the job: running 
the General Accounting Office, “the 
largest auditing organization in the 
world”, the Controller General is ap- 
pointed for 15 years. This, it appears, 
is a longer period than that of any 
other appointive federal official except 
judges. 

The Controller General may not be 
dismissed. On the completion of his 
term he is retired at full pay at $17,500 
per year; or, if he is 65 and has 
served 10 years, he may also retire at 
full pay. Disability retirement is like- 
Wise accompanied by full compensa- 
tion. 

Although the Controller General is 
a Presidential employee, he reports 
only to Congress. And “he can chal- 
lenge any expenditure made by a 
Governnient official or employee under 
his jurisdiction.” 


CPA Experience Credit for 
Government Jobs 


In certain cases the Massachusetts 
Board cf Registration of CPAs will 
accept auditing and accounting experi- 
ence gained in government service as 
experiece equivalent to that obtained 
in public accounting work. 


55 Noted in News Bulletin (of the Massachusetts Society of CPAs), Vol. 27, No. 7, 


June, 1954, p. 2 


1954 





579 













































This is an excerpt from the minutes 
of the Board’s meeting on May 13, 
1954: 

“The Board recognizes that ac- 
counting and auditing experience equiva- 
lent to that of the practicing public ac- 
countant is obtainable in certain phases of 
Governmental service. To qualify for Reg- 
istration as a Certified Public Account- 
ant, an applicant for a certificate who has 
successfully passed the written examina- 
tion and who otherwise meets the qualifica- 
tions shall, if all or a part of his account- 
ing and auditing experience has been ob- 
tained in the employ of the United States 
Government in field work which, in the 
discretionary judgment of the Board, is 
equivalent to experience in public account- 
ing, be credited with one year of requi- 
site experience for every three full years 
of Governmcnt service in grade 7 and/or 
every two full years in grade 9 or higher.” 


20 Out of 21 


The South Dakota Certified Public 
Accountant boasts that the State So- 
ciety leads in the proportion of its 
CPAs who belong to the State So- 
ciety.°6 Twenty of the twenty-one 
CPAs in the state as of August: 31, 
1953, were members of the Society. 
The Winter, 1953-1954 issue of the 
publication also indicates that at the 
date of publication the number of 
CPAs in the State had increased to 
twenty-four. 

At the Society’s 7th annual confer- 
ence on federal taxation, held in Ver- 
million, South Dakota, last Winter, 
the following papers were presented: 
“Office Routine, Records, Tools and 
quipment” ; “Tax Counselling—lIllus- 
trated Case Problems”; “Tax Advan- 
tages of Proprietorships, Partnerships 
and Corporations—Which is Best Tax- 
wise ?”’; “Changing from One Type to 

56 Vol. VIII, No. 1, p. 3. 

57 [bid., p. 2. 


58 The Accountants Journal, Vol. XLVI, 


59 Tbid., p. 117. 
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Another”; “Comprehensive Farm Tax 
Problems”.** 


Golden Jubilee 

The Association of Certified and 
Corporate Accountants will celebrate 
its Golden Jubilee this fall.6% The ten- 
tative dates are from November 30 to 
December 2, the celebration to take 
place in Lordon. The Association's 
membership at the end of 1953 totaled 
8,908 of whom 2,328 were Fellows and 
6,580 Associates.5® 


Israeli Journal 


Roe Ha@heshbon Hamusmach (The 
Public Accountant ) is the official jour- 
nal of the Association of Public Ac- 
countants and Auditors in Israel. 
[Issued semi-monthly, this magazine is 
printed in Hebrew. 

The following are the contents of 
a recent issue :® [Editorials (includ- 
ing “Professional Ethics”; “Proposed 
Changes in Company Law”; “Rules 
for Licensing Public Auditors”) and 
the following papers: “Business 
Tax”; “Costing for Encouragement of 
Production and Export”; “Efficiency 
in Public Administration”; “Internal 
Audit v. Statutory Audit”; “Regula- 
tions for Licensing Auditors” ; “Cost- 
ing of Selling and Marketing Ex- 
penses”; “Taxation Problems in the 
Local Press’”’; “Rules for Professional 
Conduct”; “The Proposed Changes in 
the Company Law”; “Current Prob- 
lems in Accounting Journals”; “The 
Association of Public Accountants and 
Auditors in Israei: Notes and An- 
nouncements”; “Income Tax Termi- 
nology”; “Income Tax Section”; and 
various other items. 


No. 554, April, 1954, p. 106. 


60 Vol. 4, No. 22, January-February, 1954. 
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Conducted by BENJAMIN Harrow, C.P.A. 


That Unincorporated Business Tax 

A partnership is engaged in business 
as a selling agent. Included among its 
assets is stock in a foreign corporation 
controlled by the partners. The part- 
nership acts as selling agent for this 
corporation as well as for other cor- 
porations. The partnership receives 
dividends from the corporation, and 
the question is asked whether the divi- 
dends would be subject to the unincor- 
porated business tax of the partner- 
ship. 

The definition of gross income (Sec- 
tion 386d) is quite broad but it in- 
cludes the phrase, “income derived 
from any source whatever connected 
with the carrying on of such unincor- 
porated business. . In what sense 
can an investment of the partnership 
in stock of a corporation be connected 
with the carrying on of its business as 
selling agents? This is complicated by 
the fact that a partnership is not an 
entity separate from the individual 





BENJAMIN Harrow, C.P.A., has 
been a member of our Society since 
1928, and a member of the Ameri- 
can Institute of Accountants since 
1922. He is a member 6f the New 
York Bar and Professor of Law at 
St. John’s University. 

Mr. Harrow is a past Vice-Presi- 
dent of the Society. He is now 
serving as Chairman of the Com- 
mittee on Publications and is a past 
Chairman of the Committee on 
State Taxation. He is also a mem- 
ber of the Institute’s Committee on 
Federal Taxation. 

Mr. Harrow is engaged in prac- 
tice as a certified public accountant 
and attorney in his own office in 


New York City. 
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partners, even though the partnership 
is a taxable entity for the purpose of 
the unincorporated business tax. If 
the stock was held by the individual 
partners in their own names the prob- 
lem would not arise. Does it or should 
it make any difference if the stock is 
held in the name of the partnership? 
In our opinion the stock should be 
treated as belonging to the individual 
partners. Investments of the individ- 
ual partners, even if made through 
their partnership usually are not con- 
nected with the carrying on of the 
business of the partnership, in this case 
the business of effecting sales as 
brokers or agents. 

The law itself in defining the words, 
“unincorporated business” states that 
“it is not intended that an individual, 
partnership, or other entity . . . shall 
be deemed engaged in an unincorpo- 
rated business solely by reason of the 
purchase and sale of property for... 
its own account .” (Section 386). 
The Tax Commission emphasizes the 
word solely in this definition and, if it 
finds another activity of a partnership 
that is taxable, it sweeps the nontax- 
able activity in with the taxable one. 
This treatment is inequitable, especially 
since an investment in stock, for ex- 
ample, need not in the case of a part- 
nership be held in the name of a part- 
nership. Only a taxpayer ill-advised 
as to tax results will put himself in 
such a vulnerable position. Tax con- 
sequences should not depend upon such 
irrelevant distinctions. 


Taxing the Foreign Corporation 


A foreign corporation does business 
outside the state. It holds some vacant 
land situated in New York as nominal 
owner for one of its stockholders. 
Does that innocent act have any tax 
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consequences to the corporation? It 
certainly does. 

A domestic corporation wholly en- 
gaged in holding title to real estate 
qualifies as a real estate corporation 
taxable under Article 9. The holding 
of property in New York by a foreign 
corporation makes the corporation sub- 
ject to a franchise tax. However, 
would such a corporation be taxed as 
a real estate corporation or a business 
corporation? In New York such a 
corporation under our assumed facts 
is wholly engaged in real estate activi- 
ties. If its activities outside the state 
are taken into account, it is not wholly 
engaged in real estate activities. May 
the Tax Commission consider the over- 
all activities of a foreign corporation in 
determining its classification for fran- 
chise tax purposes or only its New 
York activities? Section 209.2 pro- 
vides that the holding of real property 
in this state shall be deemed to be 
doing business in this state. On the 
basis of this provision in the law, the 
Tax Commission holds that the nature 
of the business as a whole determines 
the classification in New York for tax 
purposes, and not merely the business 
done in New York. 

We question the correctness of such 
a ruling in relation to a foreign cor- 
poration. In the case of a domestic 
corporation, the state has jurisdiction 
over such a corporation from the mo- 
ment the corporation receives its fran- 
chise. In the case of a foreign corpo- 
ration, the state acquires jurisdiction 
over the corporation when the corpora- 
tion does business in New York, and 
it is only in relation to what the cor- 
poration does in New York that the 
state has such jurisdiction. It has no 
jurisdiction over the activities of the 
foreign corporation outside the state. 
To exert a power over the foreign cor- 
poration on the basis of activities out- 
side the state would, in our opinion, be 
unconstitutional under the due process 
clause and under the interstate com- 
merce clause. The state could not, for 
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example, base a tax on all of the au- 
thorized capital stock of a foreign cor- 
poration. To classify a foreign corpo- 
ration on the basis of its activities 
outside the state would likewise in our 
opinion be an assertion of a prohibited 
power. 


Marital Deduction—Terminable 
Interest 


To the extent that a decedent leaves 
property to his spouse, the value of 
such property may be considered in 
determining the marital deduction from 
the gross estate. However, no deduc- 
tion is allowed for an interest in prop- 
erty passing from a decedent to a sur- 
viving spouse where, upon the lapse of 
time or the occurrence of an event, 
such interest will terminate or fail and 
pass to any person other than the sur- 
viving spouse or her estate. 

This question arose in a recent case! 
involving jointly owned property. 
Husband and wife, residents of Iowa, 
executed a joint and mutual will. It 
provided that “whatever property we 
own, real and personal, we jointly own 
whether or not so recorded, and we 

. do hereby agree that the survivor 
of us shall have the full use and in- 
come and control of all our property 
as long as the survivor of us shall 
live.” The will further provided that 
after the death of the survivor the 
property was to be sold and distributed 
to nephews and nieces. The husband 
died in 1950. Included in the gross 
estate were United States savings and 
defense bonds registered in the joint 
names of the decedent and his wife, a 
checking account with the balance at 
the death of either payable to the sur- 
vivor, and real estate held as joint 
tenants. The executrix argued that a 
marital deduction was allowable be- 
cause the surviving spouse took a fee 
in the properties held jointly. The 
Commissioner contended that the sur- 
viving spouse received only the equiva- 
lent of a life estate, a terminable in- 
terest, with remainder to nephews and 


1 Estate of Emmet Autry v. Comm., 22 T. C, No. 14 (April 23, 1954). 
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nieces and, therefore, a marital deduc- 
tion was not allowable. 

The Court held that under the terms 
of the will the survivor took only a 
life estate. It recognized the fact that, 
under Treasury Department regula- 
tions, when savings bonds are regis- 
tered in coownership form the surviv- 
ing coowner is recognized as the sole 
owner. However, such a provision 
may be changed by agreement and the 
provisions in the joint will did change 
it. 

Three judges dissented. They held 
that property in joint tenancy passes to 
the survivor by operation of law and is 
not capable of testamentary disposi- 
tion. If there had not been a mutual 
will the property would have passed to 
the survivor and the interest would 
qualify for the marital deduction under 
Section 812(e). Furthermore, the 
property could not have been devised, 
even to the spouse, since it would still 
have passed to the survivor by opera- 
tion of law. The dissenting judges 
argued that a joint will could not ac- 
complish something that separate wills 
of the two testators could not do. The 
situation would be different with re- 
spect to property held in severalty. 

We agree with the dissent and are 
of the opinion that the decision will be 
reversed in the Circuit Court. 

Estate Tax—Apportionment 

Section 124 of the New York Dece- 
dent Estate law provides for the equi- 
table proration of taxes among the 
persons interested in the estate. It 
provides further that when property 
includible in the gross estate does not 
come into the possession of the execu- 
tor, he is entitled to recover the pro- 
portionate amount of the tax from the 
person who is “in possession” of such 
taxable property, or from the person 
interested in the estate. 


Surrogate Court. 
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The application of this provision in 
relation to annuity contracts came be- 
fore the Appellate Division recently.” 
The decedent had purchased a single 
premium annuity contract for $20,000. 
The insurance company agreed to pay 
the decedent $103.60 during the joint 
lives of the decedent and her daughter, 
with payments to continue after the 
decedent’s death to the daughter until 
March 5, 1957, or the prior death of 
the daughter. There was no surrender 
value. 

An intermediate accounting was filed 
and under a decree settling the account 
the Surrogate on September 14, 1953, 
directed the insurance company to pay 
to the executrix $1,525.15, the pro- 
portionate amount of Federal and New 
York estate taxes allocated to the value 
of the annuity contract includible in 
decedent’s gross estate, which had been 
paid by the executrix. 

The company appealed the decision 
contending that it was not “in posses- 
sion of any property includible in the 
decedent’s taxable estate, since the an- 
nuity contract had no terminal or sur- 
render value, and no proceeds except 
the successive monthly payments as 
they became due. It was recouping the 
amount of the assessed tax by deduc- 
tions from the monthly payments. If 
the daughter died prior to 1957, there 
would be no fund from which to re- 
cover the balance of the tax. 

The Appellate Division reversed the 
Surrogate Court. An earlier case*® had 
held that in the case of proceeds of life 
insurance policies, the company re- 
ceived such proceeds, the relationship 
between it and the beneficiaries became 
that of debtor and creditor and the 
taxes apportioned to the policies was 
payable by the company out of the 
corpus of the policies. 

In a later case* the insurance pro- 
ceeds were paid to the insured’s wife 


2 Matter of Emily W. Bissell, dec’d., App. Div., 1st Dept., April 20, 1954, reversing 


3 Matter of Scott, 158 Misc. 481; affd., 249 App. Div. 542; affd., 274 N. Y. 538; cert. 


denied, 302 U. S. 721 


4 Matter of Zalin, 188 Misc. 856; rev’d., 273 App. Div. 476; affd., 301 N. Y. 1. 
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within two months of his death. The 
estate taxes could not be recovered 
from the proceeds paid to the benefi- 
ciary since she had spent the proceeds 
before her death. Relying on the Scott 
case the Surrogate ordered the com- 
pany to pay the apportioned taxes. The 
Appellate Division reversed on_ the 
ground that it was not in possession of 
the property of a person interested in 
the estate. It distinguished the Scott 
case in that the latter involved money 
held on deposit, so that it was in pos- 
session of the funds. 

Under the facts in the instant case 
the Court held that the company was 
neither a person interested in the es- 
tate within the meaning of the appor- 
tionment section, nor was it holding a 
fund that must be paid out in any 
event. It would be incongruous to com- 
pel the company to pay the full amount 
of the apportioned tax and assume the 
risk that the annuitant would live until 
the expiration of the contract, at which 
time the company would have recouped 
the tax paid. The Court followed the 
decision in Matter of Zalin, saying that 
a joint and survivor annuity contract 
is comparable to a policy providing for 
payment of a fixed sum upon the death 
of the insured. Both provide for 
prompt payment of cash to the annui- 
tant or beneficiary. 


Impact of 1954 Code on 
New York State Taxes 


Even before the new Code has been 
signed by the President, Governor 
Dewey has called for an overhaul of 
the New York State Income Tax 
structure. He has asked the State Tax 
Commission to review the present law 
and eliminate inequities and hardships. 
He has asked the Tax Commission to 
make specific recommendations in time 
for presentation to the next Legisla- 
ture in January. The Governor men- 
tioned specific areas that he considered 
critical: medical costs, expenses of 
working moihers, the taxation of death, 
sickness and injury benefits, taxation 
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of pensions and increased exemptions 
for taxpayers over sixty-five. 


Medical Expense Deduction 


At the present time there is a floor 
of 5% of net income to the medical 
expense deduction with a ceiling of 
$750. for a taxpayer filing a separate 
return, and $1,500. on a joint return 
or the report of a head of a family. 

The 1954 Code has liberalized the 
medical expense deduction. The floor 
has been reduced from 5% to 3% of 
adjusted gross income, and even this 
limitation does not apply to a taxpayer 
and his wife if either one is sixty-five 
years of age. The maximum deduction 
has been raised to $2,500. for each 
exemption, with a further maximum 
of $5,000. on a single return, and 
$10,000. on 2 joint return or a return 
for a head of household. Drugs and 
medicines are included in medical ex- 
penses, but only to the extent that 
their cost exceeds 1% of adjusted 
gross income. Traveling expenses for 
medical reasens are deductible, but 
only the cos: of transportation, not the 
cost of board and lodging. 

Medical expenses of a decedent may 
be deducted on the decedent’s return 
for the year incurred if they are paid 
by the estate within a year after the 
death of the decedent. 

The new Code undoubtedly will fur- 
nish the pattern of coming state tax 
changes, especially the special provi- 
sions for taxpayers sixty-five years of 
age, a feature not now in the state 
law. 

Expenses of Working Mothers 

That is the way Governor Dewey 
refers to one of the specific areas he 
would like the Tax Commission to con- 
sider in his suggested revision of the 
New York State Income Tax law. The 
1954 Code finally adopted a provision 
allowing a limited deduction for ex- 
penses of care of certain dependents. 
The deduction may not exceed $600. 


(Continued on page 588) 


Se pte ander 











He Or 
lical 
2 of 
arate 
turn 


ly. 
| the 
Hoor 
© of 
this 
ayer 
five 
‘tion 
each 
num 
and 
turn 
and 
eX- 
that 
sted 
for 
but 
the 


may 
urn 
raid 

the 


fur- 
tax 
OVI- 
; of 
tate 


vey 

he 
On- 
the 
The 


10n 


exX- 
1ts. 
00. 
































Accounting at the S. E. C. 





[ 


> ewanees imam a 





Conducted by Louis H. Rappaport, C.P.A. 


SEC Adopts Form S-9 for High-Grade Debt Securities 


In our July, 1954 issue, we in- 
formed our readers about a proposal 
by the SEC to adopt a new form for 
registering securities under the Securi- 
ties Act of 1933—to be designated 
Form S-9. The Commission was then 
circulating the proposed form among 
interested persons for comment. With 
certain changes from the original pro- 
posal, the new form has been adopted 
and has already been used by a num- 
ber of companies filing registrations 
under the 1933 Act. It is evident that 
the prospectus under Form S-9 is a 
substantially smaller document than 
would result from using any of the 
other forms. This article will tell our 
readers a few things about the new 
form that should be of interest to 
public accountants. 


Who May Use the New Form? 


Form S-9 is available only to Amer- 
ican and Canadian issuers having their 
principal place of business in the 
United States, its Territories, or 
Canada. 

The registration must relate to an 
issue of nonconvertible, fixed-interest 
debt securities. , 

The issuer must be one which is re- 
quired to file reports pursuant to Sec- 
tion 13 or 15(d) of the Securities Ex- 
change Act of 1934 (for example, 
Form 10-K, the annual report filed by 
most listed companies). 

The issuer must have been in busi- 
ness of substantially the same general 
character for at least the last ten years. 





Louris H. Rappaport, C.P.A., is 
a partner in the firm of Ly- 
brand, Ross Bros. & Montgomery, 
C.P.A.’s. 
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The securities being registered must 
amount to not less than $1,000,000 
principal amount, and are to be offered 
for cash in units of not less than $500 
principal amount on terms intended to 
provide reasonable assurance that, if 
any of such securities are sold, all will 
be sold. 

The securities being registered may 
not be expressly subordinated, as to 
payment of principal or interest, to the 
prior payment of any outstanding se- 
curities of the issuer and the indenture 
may not permit such subordination 
without the consent of the holders of 
at least a majority in principal amount 
of the outstanding securities of the 
class being registered. 

In addition, in order to be able to 
use Form S-9, the issuer must satisfy 
certain requirements as to earnings 
and coverage of fixed charges. 


Earnings and Coverage of Fixed 
Charges 


Form S-9 requires that the issuer 
must have had net income during each 
of its last five fiscal years, and, during 
that period has not defaulted in: 

1. Payment of principal, interest or 
sinking fund on any indebted- 
ness for borrowed money, or in 

2. Payment of rentals under long- 
term leases. 

Thus, the omission of a dividend on 
any class of stock will not, by itself, 
rule out the use of the new form. 

If the issuer has had fixed charges 
during any of its last 5 fiscal years or 
any more recently-ended 12-month 
period reported in the registration 
statement, then (i) the earnings of the 
issuer (after all operating and income 
deductions, except taxes based on in- 
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come or profits and fixed charges), 
computed in accordance with gener- 
ally accepted accounting principles, 
have been at least 3 times its fixed 
charges in the case of utilities, or 10 
times its fixed charges in the case of 
any other issuer, for each such fiscal 
year and such 12-month period; and 
(ii) for the last fiscal year or 12- 
month period so reported, such earn- 
ings have been at least 3 times its fixed 
charges in the case of utilities, or 6 
times its fixed charges in the case of 
any other issuer, for such period, ad- 
justed to give effect to (A) the is- 
suance of securities being registered, 
(B) any issuance or retirement of se- 
curities during or after such period, or 
(C) any presently proposed issuance 
or retirement of securities ; 

If the issuer has had no fixed 
charges since the beginning of its last 
3 fiscal years, then the earnings of the 
issuer, computed as above, have been 
3 times its fixed charges with respect 
to the securities being registered’ in 
the case of utilities, or 6 times such 
fixed charges in the case of any other 
issuer, for each of such fiscal years 
and any more recently-ended 12-month 
period reported, adjusted to give ef- 
fect to the securities being registered 
and to any presently proposed issu- 
ance of securities. 

For definitions of “utility” and 
“fixed charges” see below. 

If the registration statement in- 
cludes consolidated financial _ state- 
ments, then satisfaction of the speci- 
fied conditions shall be determined on 
a consolidated basis. The term “is- 
suer” shall include predecessors of the 
issuer, if the registrant so elects; and 
in such event, the earnings and fixed 
charges of the issuer and its prede- 
cessors for the same period shall be 
combined for the purpose of deter- 
mining compliance with the above con- 
ditions. In the case of utilities, in- 
terest credit charged to construction, 
where applicable, shall for the pur- 
poses of the computations above be 
added to gross income and not de- 
ducted from interest. 
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Definitions 

The term “utility” means electric, 
gas, water, telephone and _ telegraph 
companies, or companies engaged pm- 
marily in the business of holding their 
securities. 

The term “fixed charges” means (i) 
interest and amortization of debt dis- 
count and expense and premium on all 
indebtedness, (11) an appropriate por- 
tion of rentals under long term leases, 
and (iii) in case consolidated figures 
are used, preferred stock dividend re- 
quirements of consolidated — subsidi- 
aries, excluding in all cases items elim- 
inated in consolidation (emphasis sup- 
plied). 

“What,” you may ask, “is an ap- 
propriate portion of rentals under 
long-term leases?” Neither the form 
nor the instructions are enlightening 
on this point. Informally, however, 
we have learned that the SEC intends 
that only that portion of total rents 
need be included as represents the es- 
timated interest factor on the cost or 
value of leased facilities — in other 
words, the landlord’s profit on his in- 
vestment. How the interest factor will 
be computed in practice is an interest- 
ing question, and we shall watch pros- 
pectuses to see how issuers deal with 
it. 

Contents of Registration Statement 

Form S-9 consists of the facing 
sheet of the form, the prospectus con- 
taining the information and _ financial 
statements specified in Part I of the 
form, the information called for by 
Part II of the form, the undertaking 
to file reports, the required signatures, 
consents of experts and exhibits, and 
any other information or documents 
filed as a part of the registration state- 
ment. 


Information Required in the 
Prospectus 
A prospectus under Form S-9 need 
contain only this information : 
1. The distribution spread, that is, 
the price to the public, the un- 
derwriting spread, and the pro- 
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ceeds to the registrant — both 

per bond and in total. 
2. A statement of the use of the 

proceeds. 
3. A description of the securities. 
An indication of the principal 
products or services and, in the 
case of an extractive enterprise, 
information as to reserves. In- 
formation must also be given as 
to property additions and re- 
tirements for the period covered 
by the financial statements. 
I‘inancial statements, summary 
of earnings, and accountant’s 
certificate. 
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Financial Data 

A balance sheet of the registrant 
and a consolidated balance sheet of the 
company and its subsidiaries must be 
furnished as of a date within 6 months 
prior to the filing date. These balance 
sheets need not be certified but if they 
are not certified, there shall be fur- 
nished in addition certified balance 
sheets as of a‘date within one year. If, 
however, the fiscal year of the regis- 
trant has ended within 90 days prior 
to the date of filing the certified bal- 
ance sheets may be as of the end of 
the preceding fiscal year. 

The individual balance sheets of the 
registrant may be omitted if (i) con- 
solidated balance sheets of the regis- 
trant and one or more of its subsidi- 
aries are furnished, and, 

(1) The registrant is primarily an 
operating company and all sub- 
sidiaries included in the con- 
solidated balance sheets fur- 
nished are totally-held subsidi- 
aries; or 


~~ 


The registrant’s total assets, 
exclusive of investments in and 
advances to the consolidated 
subsidiaries, constitute 85% or 
more of the total assets shown 
by the consolidated balance 
sheets furnished. 

Balance sheets of majority-owned 
subsidiaries must also be furnished, 
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but may be omitted if such subsidi- 
aries, considered in the aggregate as a 
single subsidiary, would not constitute 
a “significant” subsidiary (as defined). 

The rew term calls for a “summary 
of earnings” substantially in compli- 
ance with the applicable profit and loss 
and surplus requirements of Regula- 
tion S-X. The surplus statement may 
be a continuation of the earnings sum- 
mary or it may be elsewhere in the 
prospectus. Both must cover a period 
of at least the last 5 fiscal years and 
for the period between the latest of 
such years and the date of the latest 
balance sheet filed or for a 12-month 
period to such balance sheet date. Both 
statements must be certified to the date 
of the respective certified balance 
sheets. Earnings and surplus must be 
furnished for the registrant or for the 
consolidation, or both, as appropriate, 
and for majority-owned subsidiaries 
for which balance sheets are filed. 

In connection with such summary, 
whenever necessary, information or 
explanations of material significance to 
investors in appraising the results 
shown must be given. 

The summary shall show in tabular 
form for each fiscal year or other 
period the ratio of earnings (after all 
operating and income deductions, ex- 
cept taxes based on income or profits 
and fixed charges) to “fixed charges.” 
The pro forma ratio of earnings to 
“fixed charges,” as determined in ac- 
cordance with the instructions should 
be disclosed in a footnote. In the case 
of utilities, interest credit charged to 
construction should be added to gross 
income and not deducted from interest. 

No supporting schedules need be 
filed either in the prospectus or in Part 
II of the registration statement, ex- 
cept the data called for by the schedule 
of supplementary profit and loss infor- 
mation (maintenance and repairs, de- 
preciation, etc.) which must be in the 
prospectus just as in the usual pros- 
pectus on Form S-1. 

As in Form S-1, the new form pro- 
vides that the Commission may, upon 
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the informal written request of the 
registrant, permit the omission of one 
or more of the required financial state- 
ments or the filing in substitution 
therefor of appropriate statements of 
comparable character. The Commis- 
sion may also by informal written 
notice require the filing of other finan- 
cial statements in addition to, or in 
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substitution for, the statements re- 
quired Ly the form in any case where 
such statements are necessary or ap- 
propriate for an adequate presentation 
of the financial condition of any per- 
son whose financial statements are 
required, or whose statements are 
otherwise necessary for the protection 
of investors. 
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New York State Tax Forum 


(Continued from page 584) 


for any taxable year if the expenses 
are paid for the purpose of permitting 
a taxpayer to be gainfully employed. 
As the bill was finally passed, the de- 
duction is to be allowed to women and 
to widowers. The dependent for whom 
the expense is being incurred must be 
a child under the age of twelve or a 
child who is mentally or physically in- 
capable of caring for himself. If a 
working wife claims the deduction, 
she must file a joint return with the 
husband. The deduction is decreased 
in the amount by which the adjusted 
gross income of the taxpayer and her 
husband exceeds $4,500. No deduc- 
tion therefore is allowed if the adjusted 
gross income exceeds $5,100. 


How the state will tackle this deduc- 
tion is difficult to foretell. The state 
law has no concept of adjusted gross 
income. 


Increased Exemptions for Taxpayers 

Over Sixty-five 

The present exemption for a single 
taxpayer is $1,000. For husband and 
wife or a head of family it is $2,500. 
The Governcr would like to increase 
the exemptions for taxpayers who are 
sixty-five years of age or over. Under 
the federal law such a taxpayer re- 
ceives an additional exemption of $600. 
What the additional exemption should 
be under the state law will be deter- 
mined by the Tax Commission in its 
recommendation to the Governor. 
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Office and Staff Management 


| A forum for the exchange of views and information on all 
| aspects of the administration of an accounting practice. 











Conducted by Max Brock, C.P.A. 


Check Signature Service for Clients 


Occasionally an accountant is re- 
quested to act as a check signatory, or 
to permit a staff member to do so, 
when the client will be on vacation, on 
a trip, or incapacitated. This is, of 
course, a complimentary gesture, an 
expression of complete confidence. 
Shall the accountant comply with or 
reject the request for this service ? 

It is difficult to refuse to cooperate, 
particularly when it may be obvious 
that there is no one else who may be 
qualified to fulfill that function. A re- 
fusal may cause a strain in relations, 
unless a_ satisfactory substitute is 
found. There appears to be no cogent 
reason for avoidance of this service, 
though it should not be encouraged, 
but certain conditions should be im- 
posed when staff members are in- 
volved, to wit: 

1. A co-signatory should be pro- 

vided. 

2. The authority should be revoked 
as soon as the client’s regular 
signatory is able to resume. 

3. Definite periods should be as- 
signed for this service. 

4. Adequate supporting records 
must be attached to the checks to 
be signed. 

Non-trade checks, such as loans 
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Max Brock, C.P.A. (N.Y., Pa.) 
is a former chairman of the Com- 
mittee on Administration of Ac- 
countants’ Practice of the New York 
State Society of Certified Public 
Accountants. He is a lecturer at 
The City College of New York in 
the graduate course of Accounting 
Practice. Mr. Block is a member of 
the firm of Anchin, Block & Anchin. 
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to employees, and other unusual 
but non-urgent checks, need not 
be signed. 

6. The accounting firm is not to 
have any responsibility for any 
losses for any reason. 

7. The client is to decide whether 
or not there should be a surety 
bond. 


Where the accountant-principal is to 
act as the signatory the foregoing con- 
ditions may be reduced and revised as 
deemed advisable. It would be fair to 
provide for compensation for the time 
so expended, on an hourly or per diem 
basis. 


Whether or not the accountant loses 
his independence by providing such a 
service, which virtually makes him a 
member of the client’s personnel, is a 
moot subject. It is clearly an emer- 
gency service and in some cases may 
be non-recurring. 


Readers are invited to report their 
experiences in avoiding such service, 
and problems that have arisen in fur- 
nishing it. 


Office Dictionaries 


This is an embarrassing question to 
ask—do you have a dictionary in your 
office? If not, one or more should be 
obtained promptly. Letters and re- 
ports issued by any professional man 
should contain no errors in spelling, 
and there should be no misuse of 
words. Inasmuch as even a well-edu- 
cated person may be in doubt about 
the spelling or meaning of a word, 
certainly the average secretary, typ- 
ist, and staff member needs the aid of 
a dictionary. If you have a very old 
dictionary, consider getting a new one 
because our language grows rapidly. 
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There is one circumstance about the 
use of a dictionary that should be 
recognized and it involves a human 
failing. Unless it is close at hand, 
virtually within reach, there is a dan- 
ger that it will not be referred to, 
even if the thought to do so occurs to 
one. Therefore it is worthwhile having 
a dictionary in the staff room, in the 
secretary's office, in the report typists’ 
room, and anywhere else where it 
might be helpful. 


A dictionary should be selected with 
some care, as there are dictionaries for 
varying levels of use and users. 


C.P.A. Registrations 


Individual CPA registration cards 
(a New York State requirement) 
have recently been mailed out by the 
State Education Department. Account- 
ing offices could be of service to their 
organization by determining that the 
CPAs among them who have regis- 
tered have received their cards. 

New York State accounting partner- 
ships are listed in a register main- 
tained by the State Education Depart- 
ment, which register is distributed and 
is public information. It contains the 
names of all firms of certified public 
accountants and of the partners. If 
your firm does not have a copy of this 
register or is not listed therein, com- 
municate with the Department. 

When a registered firm admits or 
eliminates a partner it should inform 
the State Education Department of 
this action. 


Discharging a Staff Member 


The discharge of a staff member is 
a matter of great seriousness to the 
person involved. Humane considera- 
tions as well as the interests of the 
employer demand that such an action, 
even if for cause, be carried out in a 
manner that will not crush the indivi- 
dual’s self-respect, nor make him feel 
that he is totally unqualified. 
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It is always an unenviable job to lay 
off an employee, particularly one who 
may have been on the staff for several 
years, at a time when jobs may be 
scarce, and if the individual involved 
has family responsibilities. The un- 
pleasantness of this task can be reduced 
considerably if it is handled in a sym- 
pathetic manner, the reasons for the 
action reasonably explained, and some 
advice given to the individual as to 
what he might do about helping him- 
self. In most cases, such an employee 
will leave without rancor and his re- 
gard for the firm may even be raised. 


Employees who leave with a feeling 
of bitterness may spread malicious 
tales about their former employer 
among fellow-accountants and, pos- 
sibly, among clients. This is a situa- 
tion that should be avoided. Staff 
morale can be adversely affected by 
stories of “cold” discharges. 


Even in a large organization a staff 
member should not be released by 
merely giving him a discharge slip. He 
should be given the courtesy, as a pro- 
fessional man and employee, of a per- 
sonal notice and explanation. If a 
man can be given advance notice, that 
is usually appreciated. Where a firm, 
as a matter of policy, does not like to 
keep men who know they will have to 
leave, it would be fair to give them 
some extra severance pay in lieu of 
notice. The amount of severance pay 
is a matter for the conscience of the 
accountant and is controlled by a num- 
ber of factors. 


There undoubtedly are many cases 
where a release from a position (the 
word “release”, for psychological rea- 
sons is preferrable to the term “dis- 
charge”) for cause was the turning 
point in a man’s career. It either 
spurred him on to greater effort or 
made him realize that his aptitudes 
were in another field. Some of these 
men later became very successful. A 
helping hand to the released staff man 
may keep him from making a serious 
mistake 1a charting his future course. 
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Payroll Tax Notes 














Conducted by SAMUEL S. REss 


Some Wage and Hour Law Problems 
for Accounting Firms 

The July, 1954, meeting of the So- 
ciety’s CPA Office Managers Discus- 
sion Group was concerned with some 
of the problems encountered by ac- 
counting firms arising out of the appli- 
cation of the Federal Wage and Hour 
law to their payroll: practices. The 
writer was invited to discuss the ques- 
tions raised with the members present. 
And as often happens at such sessions, 
the speaker cannot help but feel that he 
came away with more information than 
he was able to impart to the group, to 
whose members he takes this oppor- 
tunity of expressing his thanks. The 
problems posed are real and not easily 
solved. However, as was pointed out 
at the meeting, there are a number of 
steps that may be taken which should 
lessen the likelihood of incurring Wage 
and Hour law violation penalties. 

The Fair Labor Standards Act pro- 
vides primarily for minimum wage and 
maximum hour standards for all em- 
ployees not otherwise exempt, if they 
are engaged in interstate commerce or 
in the production of goods for inter- 
state commerce, including workers who 
are closely related or directly essential 
to production. A covered employee 
must be paid at least 75 cents an hour, 
and for work in excess of 40 hours 
during a workweek at a rate not less 





SAMUEL S. Ress has been an As- 
sociate Member of our Society since 
1936, and is also a member of the 
Bar. He has specialized in the pay- 
roll tax field since the inception of 
this type of legislation in 1936. 

_ Dr. Ress is a member of the 
Society’s Committee on State Taxa- 
tion and Chairman of the Sub-Com- 
mittee on Unemployment Insurance. 
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than 114 times his regular rate of pay. 
The workweek need not be a calendar 
week but may consist of any consecu- 
tive seven-day period regularly used as 
a pay week by an employer. Nor is 
an employer required by the [air 
Labor Standards Act to pay his pay- 
roll on a weekly basis, if he should 
decide to pay his employees bi-weekly, 
monthly, or twice a month, after com- 
plying with certain other state legal 
requirements that may exist in certain 
cases. However in determining whether 
or not an individual employee has been 
compensated at the rates required by 
law, the seven-day period workweek 
will serve as the basis, for both over- 
time and minimum hourly wage rates. 


Accounting Offices and the Wage- 

Hour Law 

In an opinion rendered by the Wage 
and Hour Administrator on July 7th, 
1950, it was ruled that employees of 
accounting offices which serve no out- 
of-state clients and whose reports do 
not move in interstate commerce are 
nevertheless covered in any week in 
which they are engaged in auditing 
the books of an interstate producer. 
Such accounting service is considered 
“closely related and essential’’ work. 


Professional Employee Exemption 


It must be remembered that the ex- 
empt or non-exempt status of any par- 
ticular employee is determined on the 
basis of whether or not his duties, re- 
sponsibilities, and salary meet all of 
the requirements relative to him. If an 
employer changes an employee’s as- 
signment, the latter’s exemption status 
may also be changed. For example, 
suppose he is given different or added 
duties during a busy period. The ad- 
ded- or different duties should be con- 
sidered in determining his status dur- 
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ing such period. The exemption does 
not include trainees who are not ac- 
tually performing the duties of pro- 
fessional employees. 
The professional employee is defined 
by the regulations as one 
“1, whose primary duty consists of the 
performance of work, requiring knowledge 
of an advanced type in a field of science 
or learning customarily acquired by a pro- 
longed course of specialized intellectual in- 
struction and study as distinguished from 
a general academic education; and 
“2. whose work requires the consistent 
exercise of discretion and judgment in its 
performance; and 
“3. whose work is predominantly intel- 
lectual and varied and of such a character 
that the output produced or the result at- 
tained can not be standardized in relation 
to a given period of time; and 


“4. Who devotes not more than 20 per 
cent of his hours worked in the workweek 
to activities which are not an essential part 
of, and necessarily incident to the work 
described in 1, 2, and 3 above; and 

“5. who is compensated for his services 
on a salary or fee basis at a rate of not 
less than $75 a_ week exclusive of 
board or other facilities. . . .” 
All of the requirements set forth 

above will be considered as fully met 
if the professional employee is paid a 
salary of not less than $100 a week 
providing he is engaged in professional 
activity. His primary duty must 
consist of the performance of work 
requiring knowledge of an advanced 
type in the field of science or learn- 
ing, including work requiring the 
consistent exercise of discretion and 
judgment. Accountancy is recognized 
by the Wage and Hour Division as one 
of the professions. 

New Salary Deduction Rule for 
Exempt Employee Announced 
The Wage and Hour Law Adminis- 

trator has announced a modification of 


existing interpretations regarding de 

ductions from the salaries of executive) 
administrative and professional ems 
ployees. They must be paid on a salaryy 
basis in order to qualify for the exJ 
emption from the minimum wage and) 
overtime requirements which the Fair} 
Labor Standards Act provides for 
them. The modification clarifies the) 
circumstances under which the deduc-” 
tions may be made without impairing? 
the exempt status of the professional? 
employee. Deductions may be made 
from an exempt employee’s  salary™ 
without loss of exemption if he takes] 
a day or more off for personal reasons 
other than sickness or accident. De-= 
ductions may also be made for absences § 
of more than a day because of sickness ¥ 
or illness if the deduction is made in 7 
accordance with a bona fide plan, prac- 7 
tice or policy of providing compensa- 7 
tion for loss of salary occasioned by 
both sickness or disability. 

It is suggested that any such plan or § 
program for compensating non-exempt 7 
employees for overtime by means of = 
prepayment, or time-off with pay, ora 
combination of both, be reduced to 
writing signed by both employer and 
employee, and submitted to the Wage 
and Hour Administrator for approval 
before being put into effect, if the firm 
is to be safeguarded from some of the 
extra penalties that may be imposed for 
innocent violations of the law. 

If a professional employee is ready, 
willing and able to work, deductions 
may not be made for time when work 
is not available, without losing the ex- 
emption. An employee need not F 
paid for any complete workweek 1 
which he does no work, in order a 
safeguard the professional exemption 
from the Wage and Hour Law. 
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